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Angelo• Chemieal Co .• Inc. P.O. J!OX 2163, Santa Fe Sptinp, CA 90670 

FAX Date: 

Number of pages hlcludiDg COVOI' meet: I '2.. 

To: 

Phone: 

REMARKS: CJ Urgent lJ. Fot your review CJ Reply ASAP Q Plciae comment 
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NOV.25.!996 8'36~M ~NGELE5 CHEMIC~ CO. 310 5987571 N0.936 P.2/l2 

Submitted To: 

John G. Lot:ke 
Angeles Cbmdcal ~· 
891S SOI'easenAWJM~ 
SlUM Fe Sprin!J', CA. 

APPRAISAL REPORT 

LJMI1'1!D APPRAISAL 
8915 SORENSEN AVENUE 
SANTA FE SPRINGS, CA 

DATE OF VAI.t.JE; November 10, 1!196 
DATE SUBMl'II'ED: NOVIlllbet 22, 1996 

Submitted By; 

Thomu M. Pike. Jr., MAl 
One LulltaDo 
Coto De Caza. CA 5126751 

... ~- .. -----·- ... -....... ~-···-- ·-
BR000806 
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NOV.26.1g96 s:J~~M RNGrLE5 CHEMICAL CO. 318 6987571 N0.936 P.3/12 

Ont Lw;ltQtlt:. 
Cott:J De Ctm~, CA 92679 

John G. Loclat 
Anp1ll8 Chemical Inc:. 
85115 Sorenaen Avenue 
Santa Fe Springs, CA 

Mr. Locke: 

THOMAS M. PIKE, JR., MAI 
Real EstateAppral11er- Co~ltant 

Start l.it~ellSI AG0044:Z4 

November 22, 1996 

l'honl (1 U) 88&-!IUB 
FAX (114) 888-9149 

lle: Prelimlswy Appraisal 
8915 501'111111111 AWDUII 

Santa Fe Spriup. CA 

At your request and authorizllrion. I ·baVII mlldll a. ptll'lirainary apprailll of the llbow l1lf'onlllced 
proJJiilltY. The purp018 of the app;t'llisal is to estimate a general ra.oge of· market valu11 for plll1nenlhip 
purposes. Property risflt5 appra!Hd are fie simple estate, usumill& the property ill he of alllilllll, 
und.r competent manasement, with good and marketable title. 

It should be notlld that this is a llm.i•ed apprliul which involved a limited investig11ion of the 
ll1lll'ket. AI. such, the J'lll18l' of'Ylllue reported hereill is based on limited information. Further, thiJ is 
a mtric:ted appralnl report proc•s. As such, It is only a SIIIIIITIIII'Y or the pertinent filets and 
conclusions of the appraisal. AJI analyses and data used in tbis valuation are retained in my files. 
Further, this value c:onclu1iol'l is subject to the Certification and Limitine CoaditioM wbicb fbDow. 
These amditlons and qua&fillldions shoukl be carefillly reviewed to properly undersland the ballis or 
this valuation and the limited nsture of the market invlll'ligalion. 

By ruson or my investigation md analysis. I havei! fOrmed the followina opinion of vllue u of 
NoVC~mber 2.0, 1 51!'16 assumins an expoiiUI'e to .1iJe llllll'ket of approximately ab: to r.welw months: 

-. .......... ,, .... . 

Your auentlon if iavitecl to the ac:colrlfiiU.IYiD& report ~ du::tiptiVCI! and fllctual dala b ut tbrlh, 
upon whith, iD pan, the condullion of value are pnldk:llhd. 

B.upecdully Submitted, 

~~ 
Thomu M. Pike, Jr., MAl 

BR000807 
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NOV.26.1995 8'35AM ANGELES CH[MJCAL CO. :110 5987571. 

SUMMARY OF SALIENT FACTS AND CONCLUSIONS 

..... . ,. 

OWNERSHIP: 
I I • ' " -.,. ' " . 

ADDRESS: 891S SorenRnAVGnU-=. 
S111t11 Fe Sprinp 

LOCATION: East Side of~ A~ AdjMlC!It to the no'rth of 
the Southern Pacific~ Riabt of Wry between 
1obn. Su.t iUid Baker Place, Sama Fe Sprinp 

THOMAS GUIDE: Pqe 707, A-2. 

ASSESSOR'S PARCEL NO.: 81611-12-9, 10 & 11 

PVJU>OSE OF Al'PRAISAL: Estimate a Range of Market Valoe f'or the Subject 
Propwty fur Partnership ~ 

PROPERTY BIG~TS APPRAISED: Fee S'unple Estate 

DATE OF VALUE: November 20, 1996 

APPRAISAL DEVELOPMENT AND In preparins tlWJ appraisal, I iaspected the subject pro
REPORTING PROCESS: property md nokd its phY$110111 cbanM:terilllil;& I then 

ptbc:red illfbnnation on :satc:a llllllliltinp ot lanc1 iD tho 
Saata F• Spriap u-. Where posJible l veriflai the 
sales intbnnation with a buyer, seller or JOI1 OStlltlll · 
broker. Sales whidl wenJ not verilied. wen taken at tiee 
VW.Irom published data IICllll'ce5ml publi~; fl:lllOrds.h 
should b• 110ted that this investigation. invoMid only a 
IIIJ1III(ina ofmarbt data lllld did not involve an extensive 
search ror comparable transal;lQo111. Bued ou the 
information ptba'ed, I made. an analysis of the subject 
property ml developOIId a genenl range of va1oe. I then 
wrote this Restricted Appraisal R.epon wblob sets fonb 
the salient fact about the subject and my l;lQJII;JusiOJIS. 

BROOOBOB 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

NOV.2&.1996 8:37~M QNGELES CHEMJC~L CO. 31~ 6987571 

... 

PG 
7 

Sp 

..... , .......... . 

. ·. ': .' " 

----
PG 
27 

N0.93b P.5/12 

I 

I 
'' l 

JOSE S COI.IMA 

"' 

' • 

• • •••••---" _,,._,_.... ~~·••• •o••• rw·r~-• • ••·- ·--• • ~-·If •• •••• .__,. 
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NOV.26.1996 8'371'1M ANGELES CHEMICI'IL CO. 310 698-<571 N0.9:;!& - P.G/12- .-: 

SPECIAL LIMIIlNG CONDmONSI 

LANPAREA: 

:roPOGRAPHY: 

ZONING: 

SHAPE: 

IMPROVEMENTS; 

PRESENT USE: 

HIGHEST AND BEST USE: 

MARKETING TIME: 

. ' .. 
This limited appraislll is subject to .U of the .._..ptions 
and limitilla oonilitions whieb foUow. Howtlver, lllM'lnll 
apecilll conditions dcaavc spec!al '11111:11tion. · • , 

' ~ .. -.. " : . 

1. That this appraisal involves only the lirlderlyins land 
and does not giVe comidlll'ation to any impn:rvementa, 
atonJge tankJ or equipment located on the site. 

' .... 
2.-~ no consideration' wu given 'to thO cost to 
fCIIIlOVe any of the improvenJIIIIts, underground tanks or 
improvement$ located on tbe llitc. This appraisal 
assull\e$ that the site is da.r of' all improvtmenll. 

' ... .. 
3. Tbst no c:ouldenlion was &iven to the pos:~~'bllity of 
any contamination wbicb my be on the site or .ob.oll- · 
The propeny was appraiaed lloll!lUI'Dins that it is &ee of ell 
CIOiltamina.tion. - ' 

' '-

us Acres (111,890 square feet) 

Buically Level and at Curb Oracl,t 

M-2 (medium indusuial) 

Several mobile buildi:np which ue UKiCl • ofllcell, 
1llllltqp-ouhd SIOI'1Iilt t.illlb, filllcill&, pavlns lll'ld dual r1it 
SpUrs. lt should. be IIOII!d thai: IIODt ofthe impi'01Illlllllllb 
lifO siven consideration in this appraisal 

Single Tcn.W Industrial Building 

Sill: to Twelve Molltbs 

BR000810 
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vALUATION: 

VALUE CONCLUSION: 

Sovon propmiel ~fOund wbidl are IWIIIIlUized on 
the opposing page. 1be pril:ea per 1KJU1R1 foot fot tbe 
seven propel1ies I'UIIed ftom· SS.92: to $10.00. Aftllt 
makiDs adjustments lbr the various IDeations, demolition 
& liitc development costa and parcel shapes, the sllea 
averaged $7.05 per square foot with astatilllorll rai1ge 
from $6.~2 to $7.S8 per- square foot. Using unit values 
of $6.SO to $7.60 per sqllllrl! tbot. a value raugc of 
$532,285 to $622,364 was indicated. 

$535,000 to $625,000 

H".lat a 
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CERTIFICATION 

-· . 

' f . . . ' .. • ' ~v ' 

1, Thoma• M. Pike, Jr. (State License AG004424), certil}' that I have personally inspectc=d 1he 
propertia which is the subjeet of this report, and to the best of my knowledge and bdiefthat: · 

. - '. ; ., . 
,._. I ~ · . ." 

• the statements of tllet contained in this report arc true aacl'correct. · · 

• till! reponed analyses, opinions and conelulions are limited. Onty bY tho roported 
assumptions and limiting conditions, lind arc iny personal, unbiased pror.sional 
analyses, opinioll$ and c:onclusiollll. > 

·' ,. ' ' . ' ' ~ I' 

• I bave 110 plliRIU Of prospective interest in tb,· propen.y which is the 111bj~ of this 
report, and J have 110 penQIIa.l interest or biu with respect ·to the plllties involved. 

' 

• my compensation is not contingent on' aR actio~·;,..,V.t ~tlht,g fto~ !hi anal)'lll!l, 
opinions, or conclusiQIIs in, or 1he use of this report. , ' · · 

• no one provided signifiQ'llllt protessioual assistance to the penon sisnlitg this report. 
" . . .. . ' ...... . 

• the' repOmd analyses, opiniollll and c:onclusioDS were developed, and this report b111 
belli preplted., ill conformity wi1h the Unifo~ Standards of Prof'ulional Appraisal 
Practice and ta Code ofProtlmiooal Ethic& of the Appniaal Inatitute. . 

• tbe use oftbis repott is subject to the requirements ofthe App~salln5titul:• Rllating 
to 11M~ by 1hC!ir ,dulY authorl.ud reprelllllltll.iva. 

' • l 

• 1he appralsal11$$i8JWCnt wu not bued. on a requested mioimwn valuation, a spccilic 
"'.hhation or the approval of a lcwt. 

As of the date of this report I, Thomas M. Pike, Jt., h&vc completed the requll'ti'IIOIWI for the 
Qontim.ting education program of the Appraisal Iilstitute. 

ThoiiUIII M. Pike, Jr .. MAl 

1-4 

N!l)'!!lllb!!r 22. 1996 
Date 
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. LIMITING CONDITIONS 

THAT TilE ACCEPTANCE 011 AND/OR USE OF THIS APPRAISAL REPORT BY TBE 
CLIENT OR ANY 1'BlJU) PARTY CONS~ ACCEPTANCE OF TilE FOU.OWING 

· CONDmONS. . ' . 

LIMITED lJABILlT\' 

That the liabilit)' of Thomal M. Pille & A.11odata and the appl'llilen l'l\lflllllllble lOr tllll 
report. ill limited to tile dint only ud to the fee actually netived h7 the apprailen. l'urther, 
thlre it no aceountllbility, obllpdoa or llabilltJ to any dtlrd plb1y. If the appralul report il 
placed ia the haach ot aayoae other than tbe eli1111t for whleh this NpOrt wu propared, the · 
client shall make sucb party aadlor partla IIWIU'I of alllbnitia1 condltioos aod utumptioDI 
or tlds usipmeat and related dilcuulon1. · 

DATEOFVALUE·REPORT 

A. that the oonclusiona and opiniou Cllpmlllld in thia report apply to tbt date of value set forth 
in 'lhe letter oftnwmlttal aceompanying this report. the do1Ju amount of any value opinion 
or c:onr:lusion rendered in this l'llport is bll$ed upon the purchasing power ot the American 
dollar Cldstiag on tho date ofVllue. 

B. Tlmt I II.UIIIIIe no responslb!llty for er:oaomic, pbysieal, or demographic: far:tors which may 
affect or ;dtor the opinions in this report if llllid ec:onomic:. phy&illlll w d111110grephic: fmon 
were not present as of the date of'lhe letter oftnnsmittat aceompanyi1ls this report. 1 am not 
obligated to predict fbtute politk:al, economic. or soda! trends. 

LltGAL 

A. That no mponsibility is assumed for 111i1Uer$ wblcb are legal in IWURI or 1l1at requinl 
knowledge beyond that customarily amployed by real eatlde appraisen. 

B. That thore exist oo Ulldlsdoaed restrictions or prolll'bitions oonc:euli11g tile poalble use or 
development of thl subject P';Operty fbr lilY purpose for it is available. · 

C. Tim! the property is IIJIP.I1Iised IIIISUI!Iing thlit it ill in fl.dl oompliance wltb Ill applic:ablc flideral, 
state, and local cll'llironmental regulations, laWJ 111d. that aU applicable IOIIiq and use 
regulations and restrictions have been oomplled with, unless otherwise awed. 
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I 
I REJ'(>RTS AND INFORMA~ON BY OTHERS 

I A That in preparing tbia tl'lptlri, I was required to rely on infOnnation filmisbed by ~
individuals or found ill previoUBly existing n:eords and/or documents. Ullleas otherwise 
indicated, such infonnUion is pre~~umed to be reliable. No WIII'TIIIl1y, either Cllpl'eS5IId or ' 
implied, is givC!l by me for the acctll'acy of such Worraation and I usume no responsibility . 
for in!brmation felied upon which may later ~ found to have been i1111CCUfatc. I tael'Ye the 
right to make siiell ldjulltments to the ana~ opinions and c:onclutiom set tbrdt in this 
report as may be required by consideration of additional data or more reliable data that may 
bec:ome available. . · · · · . :; '. ' 

B. That no title r~ on the subject property wu proVided and u a result, I have no knowlcdp: 
of any casemems, restrictions or em:umbriii\Ceill aft'eaing them. No oplalon o£' title is 
rendered. The subjeet propeny llu blleD appntiaed 111hoqh :11ft of all.-n~ and 
that the title is m..-klltllble. · · · 

c. That no detailed soil study l:overins tbc subject property was made available to me. 
Tberetbte, pl'flllliaes liS to soil qwilities employed in this r'POI't m not conclusivt but have 
been 11011sidered. c:cmsisteat witlt illfOrmation available. ' 

D. That no I'IIJlOrlS on IIIQwVIIIflmtal hiWI'ds on or iD the Nbjact pwpertiu have been ~ 
ava.ilable. The 11Xi&tii'K10 ofpotemillly bazatdous material and/or the cxiste:nco of' toxic waste 
was not observed by me, nor do 1 have any knowledge of the edsteru:e of iuch materials on 
or in tho propeities. HoweYlll', 1 am run qualified to deteet iueh substances. Tbe existe.M:e 
of potmlially lwMious material could have a dramatic aJrect of the va.1uo. I, thercfbre uri~• 
tbe olimt to retain an expert in this field. It should be noted that the subject property does 
have undCfJIOUild II:Orap tanka. At the client's request, tbe property hu b=t appraised as 
though not contamination edits. · 

' 
PROPERTY APPRAisED 

A That this report only coven the property herein described .. 

B. l'bat no responsibility is usumed fur III1Y condition not I'IIAdlly obiiCIM.ble liom the aistOIIIII)' 
inspection of the premisu which might affect the valuation. ccceept those itiii!S tpoci&aJiy 
mmtio~~ed in this ~011:. · 

C. 'lllllt no opinion is expressed M to the Vlllue ofsu~ oil, gu Of mintral ri&hU Of whether 
tbe property Is subjt!rt to surf.w11 1111try for tbe ll!tpiorat.ion or rernovll of such materills, 
except 1111 ia expreasly stated. · 

D, That no considenuion wu giv.-n to any improvements or equipment on the site. Only the 
underlying land was valued Fl.utbcr, no considmition 11M been Biven to the cost of removing 
any of tile improvements. 

'·----
; ..... 
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APPRAISAL BEI!'ORT 
' . ' ' 

A. 1'bat this nJPort is a ....crided nport of' a limited appralllal and Is IOllllltllins 1tn than albll 
appraisal. Tho reported n~~~ge af'valua~ it a prdlmiiiiiY valuatioa which W~~ based on readily · 
available infimnation. A thorough iiMIIIigation of the market aad an in-depth IIIYeltigation 
of each ole wu not made. My opinion of the specific value of the: subject property would , 
II1DSt likely fill within the lllclicated range~. HowtM!r, tbi& is only tnle as of the dlte ofVIIIue. 
Should a. more precise Vllluatlon be requested in the. tbture, this 11 no parlllltee, llither 
e;epresscd or Implied, that a fimlre valuation will filii Within the l'lllgtl inclioate:d. 

B, That maps, plats and. exhibits included herein 11'1 for illWitration only as an aid in11isualiting 
l'l18tters ciUc:uucd within tho report. They should not be considered u surveys or relied upon 
lbr lillY other pwposc, nor should they. be I'III'IIOVed ftom, reproduced, or used apart from this 
report. . 

. . '. 
C. "Chat I l'tii!I'YII thl right to makiiiiWh m1iu~ to the, vallllltion& herem reported, u may 

be required by 1:0nsidcration ot adclitionll data C!t monl reliable data that may become 
available. · •· · · 

D, That possession of this report, or a c;opy of' it,_ dou oot gin'y with it the riabt ot public:atio11. 
It may not be llSCid for lillY PI1IJIOICI by any penon other than the party to wbom it is addressed 
without tbe written consent of tbe appraisers and in any event only with proper written 
qualificati011 anc1 only ill its allitety. The uppraiaal is oot ~d for any purpose other than that 
specifically stated in tbe report. 

E. Neither all nor any part of the <:Ontents of this report (especially c;onclulliorui u to value, the 
identity otthe apprai&ers or the firm with wbich they are COIIIICcted, or any rcfinnce to the 
Appralsallllltitute or the MAl designation) shall be disseminated to the public through 
advcrtisina media. pub& relations, news media or any other public: means of c;ommunleatlora 
without the prior conserat and approval of the undersigned 

F. The appraisal II eopyrlghted ()and Iii llinbjoet to all the eopyri1ht laWll oftbe United 
State$ and the State of California. Jury violation of thfilc la1Y1 is subjec.t to prosec.utlon. 

NOTIFICATION 

lf the Oient or any thitd p1rty brinp lepl a~tion agaiutt Tho111U M. Pike and Assodat• or 
the sipon of thilll"''lppJt and tbe apprailel' pl'l!'ll'llils, tbe part)' initlattng Inch IIIIJial aetlon shall 
ftlmburse Thoma M. Pike and AIIHClates, andfor the apprainn for any and al usts or any 
nature, including attorney's fees, iaeamd in their deter~~e. 
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A.NCHEM 

IMCOM 

FY4/30r 1997 1996 1995 ---- ... _ .... _ -""'--SALES 9759 100'11; 6877 100'11; 6615 
COGS 6753 69.2% 4956 ?2.1t 4648 ----- ... --

_..,. __ ... ___ --------GROSS PROFIT 3006 30.8% 1921 27.9% 1967 
SELLING EXPENSES 0 o.o% 0 o.o% 0 
GEN & ADMIN EXPENSES 2761 28.3'11; 2153 )l. 3% 2222 ........ ______ _ ... _ .. ___ .,.. _ _____ ...., ... 

OPER. INCOME 245 2.5% -232 ~3.4% ~255 
OTHER INC (EXPEN) (100) -1.0%: 640 9.3% 18 
INTEREST EXPENSE 49 0.7% 49 1.0\ 51 ___ ..., __ ..,..,.. _..,_ ______ ___ .,.. ____ 

PBT 96 1.0t 360 5.2'1\ •288 
TAX 17 0.2% 13 0.2% 1 -------- -----........... 

_____ ,_ __ 
NET INCOME 79 0.8% 347 !i.Ot •289 

INTEREST 49 49 51 
EBIT 145 409 ·237 
CASH 318 855 ?9 
ACCTS RECV 1481 1060 ?80 
INVENTORIES 1122 1228 1012 
CURR ASSETS 3065 3462 2333 
DEPREC & AMORT 42 41 50 
NET FIXED ASSETS 821 82? 823 
TOTAL ASSETS 3893 4302 3187 
CURRENT LIABS 1618 1905 113? 
CPLTD 35 35 27 
SHORT TERM DEBT 72 203 0 
INT BEARING DEBT 580 580 584 
TOTAL LIABS 2197 2485 1721 
NET WORTH 1695 1817 1466 

CURRENT RATIO 1.89 1.82 2.05 
QUICK RATIO 1.11 1.01 0.76 
SALESjR!:CVBLS 6.59 6.49 8.48 
SALES/WORKING CAP 6.74 4.42 5.53 
COGS/INVENTORIES 6,02 4.04 4.59 
!BIT/INTEREST 2.96 8,35 -4.65 
CASH FLOW/CPLTD 3.46 11.09 -8.85 
FIXED/WORTH 0.48 0.46 0.56 
DEBT/WORTH 1.30 1.3? 1.17 
BT PROFIT/WORTH 5.66% 19.8U -19.65% 
BT PROFIT/ASSETS 2.47% 8.37'1; -9,04\ 
NET FA T/0 11.84 8.34 8.10 
TOT ASSET T/0 2.38 1.84 1.99 
RET ON TOT CAP 5.11% 1?. 7Jll: -12.50% 
RET ON ASSETS 1.93% 9.27\ -s.7n 
RET ON EQUITY 4.50'11; 21.14'1; -17.94'1; 

BROOOB18 



I 

I 



HRAMSTEDT 
and A5.soclates lr'ICOr'porated 

rinaneial Com;ultlng: 

6uslness Valuation:> 

Financial Analysis 

FAX TO: 
FAX#: 
il of PGS: 

FROM: 

RE: 

Ted Singer 
213-726-3852 
1 

Eric Bramstedt 

Anchern!Berg stock buyout 

In order to complete ESOP FMV as of 4/30/97, I need following information: 

1) ESOP Stock. Company (not ESOP) bas purchased 3,898.77 "B" shares from Berg at 
$27 .15/sh (4/30/96 ESOP FMV) in five-year Company promissory note dated 1131197 
with equal annual installments of $21,170 beginning 12/7/96 to be made by the 
Company? Are these shares retired and where is the note on Company balance sheet? 

2) Beneficial Stock Ownenhjp. On or about 4/30/97 Company bought 20,000 "A" 
shares from Berg for $198.000 cash. Transaction is reflected in your draft compila
tion for 4/30/97. Confirm "A" shares outstanding as of 4/30/97 thus reduced from 
40,000 to 20,000. 

3) As part of above, Anchem is paying Berg consulting fee of $4,000 per month or total 
of $480,000 for 10 years beginning 2/1'5/97. Are you treating this as an off-balance 
sheet liability which would normally be footnoted? 

'4) Does Mammoth Lakes Condo/Stallion transfer involve Company? 

5) Whey no principal payments in 1997 on term debt? 

6) What is accounting treatment for Samson fold-in as of 10/1196? What were Samson's 
sales and profit for 6 mos. 10 9/30/96? 

7) Is there any tax loss carryforward as of 4/30/97? 

Thanx, 
Eric Bramstedt 

You can reply by FAX to 415-362-6492, or to my voice mail at 415-522-9731. 

l402 VIsta llel Mar Lane Tiburon. CA 94920·1'208 Tel 415-43~94~ rax 415-4,55--9436 

114 Sansome St.. 5ul.tt: 808 8an r'rilnclsco, CA 94104·3816 Tel415-352r-9900 fax 41S.-'tlz.649l 
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S T & CO."' m m em;# 1 

Erie Brat!lfledt 

SINGER, TR.4.YNOR & COMPANY 
CERTinED PlJJilJCACCOUNTANTS 

6055 Ettitl Washlng~Qn Bl .. Suitt 500 
Lw Angeles, C4 90040 

Dcl:ember I, 1997 

RE. Angeles Chemical Co., Inc. BCI1 stock Buyout 

In reply to your questioDll to Ted Singer I bavc listed the following BriiiWII'II 

I) E!$0P Stock: Yes, these 3,898.77 shares were mired, however, !DalllgiiiDtllt bas eltcted to omit Sllbstantially all of the ditK:Iosuros required by generally aecepiCd lltCO'Uil1ing principles. Therefore there is no note on the company balance sheet. 

2) Bsmeficia! $tpsk Ownmbjp. Yes, 'A' shtrcts outstandin& has been~ from 40,000 to 20,000. . 

3) Manasement has elected to Oll:lit substantially all of the disc10$Ute8 requitl:d by ac:nmlly accepted accounting principles. Therefore there is no fOOtnote on the ·compa!IY blllance sheet. 

4) No. Mamotb Lake C11ndo tnmsfet cloes not involve company. 

5) During the year cnclecl4/30197 principal payments on term clebt were $34,942.$6, 

6) Samson had sales of $1,091,707.27 and profit of $51,131.64 of which Angeles split of $25,565.82 is treated as Other Income. 

7) No, Ibm is no tax !on careyforward u of 4/30197. 

If you have any other q~~estioDll regarding Ani!eles Chemil:lll ph::IIIIC conled: Mark Scholefillld lit (213) 7;:!6-2411 &!.108. 

Sin&llf, TrayUOr &: Co. 
Ccrrtified Public Acoountants 
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BRAMSTEDT 
and AssQCiates Incorporated 

financial consulting 

5u$iness Valuation' 

Financial A"alysis 

EVALUATION 
of the 

COMMON STOCK 
of 

ANGELES CHEMICAL CO. 

as of 
April 30, 1992 

Prepared by: 
Bramstedt & Associates, Inc. 
December 1992 

2402 VIsta Del Mar Lane Tiburon, CA 94920~1200 Tel4l~43~4~8 rax 4-1~;,~ 
114 sansome st .. suite 606 san rranc:.lsco. CA 94104·3616 Tel415--.:56l·9900 r'3x 415-:162-6492 
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BKAMSTEDT 
and Associates IncorpOrated 

f'IMnr.ial Con.sultlng 

6usiness Valuations 

financial Analysis 

CONFIDENTIAL 

Employee Stock Ownership Plan 
Administrative committee 

Angeles Chemical Co. 
P.O. Box 2163 
Santa Fe Springs, California 90670 

Attn: Mr. John Locke 

Gentlemen: 

December 31, 1992 

You have requested we establish the fair market value of the 
common stock of Angeles Chemical co. for Employee stock ownership 
Trust (ESOT) purposes as of April 30, 1992. 

Our evaluation places a fair market value of $1,621,000 on the 
common stock of Angeles Chemical Co. as of April 30, 1992. Based 
on 54,065 A and B common shares outstanding, the value per share 

$30.00. This evaluation is derived from modified adjusted 
book value and is discounted for restricte.d marketability. 
The valuation conclusion was transmitted to John Locke on Decem
ber 22, 1992. 

The valuation report was prepared by Bramstedt & Associates, Inc. 
as a subcontractor to sansome street Appraisers, Inc. 

Earnings 
climate. 
stock be 

EMB:ew 
enclosure 

prospects can change, as can the general economic 
Federal regulations require that the Company's common 

reevaluated at least annually for ESOT purposes. 

Very truly yours, 

BRAMSTEDT & ASSOCIATES, INC. 
//_ 

~ 91{, dl.. .... ~ :4.-f 
Eric M. Bramstedt, CFA 
President 

2402 Vista Del Mar lAne Tibuton, Ct\ 94920· J 208 Tel 41 ~435-94:36 ra~ 41.543~9436 

114 San:romll'! St .. Suit!!! 808 San franCisco, CA 94104·~16 Tel415--'62~9900 fax 41~2.6492 
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I. INTRODUCTION 

Angeles Chemical co. ("Anchem" or the "Company") has requested 
sramstedt & Associates, Inc. render its opinion as to the fair 
market value of the Company's common stock in connection with 
transactions involving the company's Employee Stock Ownership 
Trust (ESOT) • This valuation is based on financial data provided 
us for the five fiscal years ended April 30 1 1992 and is derived 
from a modified adjusted book value methodology. 

In that regard, Bramstedt & Associates places a fair market value 
of $1,621 1 000 or $30.00 per share on the common stock of Anchem 
as of April 30, 1992 based on 54,065 A and B shares outstanding. 

Anchem is a closely held corporation with no present market for 
its common stock. It is a regional Southern California liquid 
chemical distributor whose products are used in industrial, 
commercial and retail/consumer coating applications. Sales in 
fiscal years 1990-1992 have stabilized at $8 million after 
falling over 50% from a peak of $16.8 million ten years earlier. 
The Company broke even in fiscal 1992 after recording compara
tively small losses in fiscal years 1991-1989, the first deficits 
in its 19-year history. A joint venture agreement with Samson 
chemical co. has contributed to this business stabili~ation. 
Soil and underground water contamination problems at Anohem's 
plant continue to be monitored and tested, but so far have not 
required significant remedial and other costs. Anchem has a 
reasonably liquid, debt-free balance sheet. 

Like all chemical processors, however, Anchem and its customers 
are facing significant environmental regulations in the Los 
Angeles Basin. These have seriously affected Anchem's business 
base and combined with the depressed southern California economy 
cloud the Company's intermediate-term prospects. 

Scope of the Valuation Study 

The purpose of this valuation study is to determine the fair 
market value of a minority interest in the common stock of Anchem 
as of April 30, 1992 for transactions involving the Company's 
Employee Stock Ownership Trust. 

In performing this valuation study, a variety of data and assump
tions was used. The financial information on past performance 
was gathered from the financial statements of Anchem as prepared 
by its accounting firm for the past five fiscal years. We have 
included in Appendix I a copy of Anchem's most recent financial 
statement, for the fiscal year ended April 30, 1992. 

Projections of expected future financial performance through 
fiscal 1993 were provided by management. The appraiser has 
visited the Company's facilities in Santa Fe Springs, California. 
Interviews were held with members of management and with certain 
outside sources with regard to the chemical distribution industry 
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generally and specifically about several important environmen
tal/regulatory issues facing the company. 

In ascertaining the value of the Company, published data on 
publicly traded companies were utilized in an effort to find 
comparable companies. There were no companies which were found 
to be directly comparable. 

Prior ESOP Valuations and Reports 

Anchem's ESOP was established during fiscal year 1984 as a 
conversion from a profit sharing plan. ESOP valuations for 
Anchem since fiscal 1987 have been prepared by Menke & Associ
ates, Inc. and Bramstedt & Associates, Inc. Bramstedt & Associ
ates' update valuation report for April 30, 1991 is dated Novem
ber 1991. All these reports are herein incorporated by reference 
and contain a description of the chemical distribution industry; 
Anchem's history, operating description and management; and the 
valuation methodologies employed. 

The table below illustrates the aggregate ESOP (minority inter
est) values relative to certain financial criteria for fiscal 
years 1988-92: 

1\gg;r;eqa.te 
~ ESOP Value 

4/30/92 $1,621,000 
4/30/91 l. 653,300 
4/30/90 1,527,885 
4/30/89 1,635,995 
4/30/88 1,730,000 

I..imjti:l:tiQI.li1i ot: this 

ESOP Valuation Symmary 
Fl988 1992 

P&r Pt:!rc:~nt of 
~ sale• Assets Jlguity 

$30.00 20.1% 51.3\ 92% 
30.60 20.8 61.2 94 
28.25 18.8 54.7 85 
30.25 18.2 53.9 81 
32.00 18.3 56.5 81 

Valuati.QD 

T~mes 
Gross working 
Profit co.eal!! 

0.83X l.10X 
0.83 1.10 
0.79 1.14 
0.79 1.08 
o. 72 1.15 

In preparing the valuation, Bramstedt & Associates relied upon 
and assumed the accuracy and completeness of all financial, 
statistical and other information provided by Anchem. aramstedt 
& Associates also considered information based upon other public
ly available sources which it believes to be reliable, however 
Bramstedt & Associates and the appraiser do not guarantee the 
accuracy and completeness of such information and did not inde
pendently verify the financial statements and other information. 
The appraiser is not aware of material omissions or understate
ments which would affect values contained in this report. The 
fair market value arrived at herein represents the appraiser's 
considered opinion based upon the facts and information presented 
to him. No legal opinion is expressed by this report and its 
accompanying documents. 

This valuation report does not address matters requiring special 
expertise or knowledge not generally held by business appraisers. 
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As such, this report does not specifically address such issues as 
toxic contamination, hazardous waste, engineering and structural 
soundness, litigation and legal concerns, etc. (See "Company" 
section.) 

This appraisal is intended for the purpose(s) stated herein. Any 
other application by the Company, its shareholders and others may 
not be appropriate. 

Neither the appraiser nor Bramstedt & Associates, Inc. has any 
present financial interest in Anchem, and the fee for this 
valuation is not contingent upon the value(s) determined. The 
qualifications of Bramstedt & Associates to undertake this valua
tion are summarized in Appendix II. 
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II. VALUATION PROCESS 

The stock in this valuation has been evaluated based upon: 
(1) the pertinent principles, regulations and guidelines of the 
Internal Revenue Service and the Department of Labor; (2) analy
sis of the Company's financial statements; (3) thorough discus
sions with management; and (4) analysis of relevant industry 
conditions and other factors. 

Definitions 

The following terms will recur throughout the valuation and 
should be understood by the following definitions, except as 
otherwise noted: 

Fair Market Value -- The Internal Revenue Service has 
defined "fair market value" in Revenue Ruling 59-60, issued 
in March 1959, as: 

'' ... the price a.t which the p.r;:'operty would chang!:! hands between 
a willing buyer and a williny seller when the former is not 
under any compulsion to buy and the latter is not under any 
oompulBion to sell, both parties having r~a~onabl~ knowl~dge 
of relili:va.nt facta. Court dacieions frt!iquently s'tate, in 
addition, that the hypothetical buyer and seller ar~ A8~umed 
to be able, as w~ll as willing, to trade and be well informed 
about the proparty and eoncorning the market for such prop
erty.·· 

This definition is widely accepted and used in courts of law 
and in tax literature and is the most widely used approach 
in valuing closely held securities. It is the basic defini
tion upon which we have relied in determining the fair mar
ket value of the Company's stock. Revenue Ruling 59-60 was 
issued for estate valuation purposes, but is not limited to 
that use. It serves as a guide in virtually all valuation 
situations requiring the determination of fair market value. 

Pretax and Pre-contribution Earnings -- Pretax earnings 
refer to earnings or income before federal, state and local 
income taxes. Pre-contribution earnings refer to pretax 
earnings before discretionary employee benefit plan contri
butions. 

ESOP -- Employee Stock ownership Plan and ESOT -- Employee 
Stock Ownership Trust refer essent·ially to the same entity 
and for purposes of this valuation can be considered inter
changeable. 

IRS & DOL Guidelines 

In general, a company whose securities are traded in volume by 
informed persons in a free and active market has its fair market 
value determined continuously. The prices at which the securi
ties of such a company trade are a reflection of the collective 
opinion of the investing public as to what the future prospects 
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of the company are at that point of time. However, when a stock 
is traded infrequently, or is traded in an erratic market, or is 
closely held, such as in the case of Anchem, some other measure 
of value must be found. 

The Internal Revenue code of 1954, Section 203l(b), specifies 
that the value of stocks and securities of corporations not 
listed on an exchange or freely traded " ••• shall be determined by 
taking into consideration, in addition to all other factors, the 
value of stock or securities of corporations engaged in the same 
or a similar line of business which are listed on an exchange." 

Revenue Ruling 59-60, issued in March 1959 for estate valuation 
purposes and extended to include the determination of fair market 
value of closely held businesses for income and other tax purpo
ses by Revenue Ruling 65-193, further develops a set of eight 
criteria which, while not all-inclusive, are fundamental to the 
appraisal of the fair market value of closely held companies. 

The Department of Labor has issued proposed regulations on 
"Adequate consideration" which address valuation issues affecting 
Employee Stock Ownership Plans. These proposed regulations 
endorse Revenue Ruling 59-60 and set forth other factors to be 
considered in valuing securities for ESOT purposes. 

Consequently, this report has considered the following factors: 

History of the Company and Nature of Its Business 

Economic Outlook in General and Condition and Outlook of the 
Industry in Particular 

Book Value of the Stock and Financial Condition of the 
Business 

Earnings Capacity of the Company 

Dividend Paying capacity 

Whether or Not the Enterprise Has Goodwill or Other Intangi
ble Assets 

Sales of stock and Size of the Block of stock to be Valued 

The Market Price of Stocks of corporations Engaged in the 
Same or a Similar Line of Business Having Their stocks 
Actively Traded in a Free and Open Market or Over the 
Counter 
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The Effect of ESOP Qontributions on Fair Market Value 

Anchem's ESOP was established in fiscal 1984. The Company made 
cash contributions of $15,663 in fiscal 1992 and $15,248 in 
fiscal 1991. The ESOP owns 26% of the Company's equity. 

The implementation of an Employee stock Ownership Plan may have a 
material effect on the profitability and cash flows of a business 
enterprise. The effect on profitability and cash flows can, as a 
consequence, directly impact the fair market value of the busi
ness enterprise. The degree of effect depends on how the ESOP is 
funding the annual contribution itself (cash or stock) . 

An additional consideration in determining fair market value for 
an ESOP company is how the Company is providing for the emerging 
liability created when vested terminated plan participants tender 
company stock for redemption. 

For detailed discussions of the effect of cash and/or stock 
contributions on earnings, cash flows and book values and of the 
impact of emerging liability treatment on ESOP stock marketabil
ity, see section II Of the November 1987 valuation study prepared 
by Menke & Associates. 

Comparability in Accountins Methogs 

The accounting profession allows a number of alternative account
ing treatments in areas such as inventory and depreciation 
accounting. Depending upon the particular accounting method 
utilized, reported earnings may differ materially within a given 
year. These accounting treatments, which are permitted under 
Generally Accepted Accounting Principles (GAAP) , are usually one~ 
time decisions. Once a company has opted for a particular 
accounting treatment it cannot change between various accounting 
alternatives year after year without good cause. Because of 
these rules, accounting statements for a particular company are 
generally comparable from year to year. This comparability, 
however, may not exist from company to company even if they are 
in the same industry. This is especially true if one is compar
ing a "public" company with a "closely held" company. 

A further discussion of the differences and economic ramifica
tions of public and private company accounting procedures is also 
found in Section II of the November 1987 valuation study. 

Discounts to Fair Market value 

The marketability of the company's stock, the control position of 
majority shareholders, and the relationship of these factors to 
the block of stock being valued can also affect the concluded 
value. 

Closely held stock, which lacks marketability, is far less 
attractive than a similar stack with ready access to the public 
marketplace. In valuing a block of stock, Revenue Rulings and 
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court decisions provide a basis for concluding that a discount is 
valid for an absence of marketability if the value base does not 
already reflect the lack of marketability. 

Further, a minority stock interest in a closed corporation is 
usually worth much less than a proportionate share of the entity 
value of all the corporate stock. Discounts can range from 10% 
to 30% or more. When minority interest and lack of marketability 
discounts are both applied, they are sequential. 
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III. COMPANY 

Angeles Chemical is a resale/distributor primarily of liquid 
industrial chemicals used principally in the coating process. In 
fiscal 1992, sales of solvents were $4.0 million (vs. $3.9 mil
lion in fiscal 1991); packaging--$1.1 million ($892,000); and 
Bortz--$2.96 million ($3.2 million). 

,.., 

Anchem 
sates ProfIts 

0992-1990 

"'" .... 

As illustrated in the above graph, there has been a relative and 
absolute decline in lower gross margin commercial solvent sales 
since fiscal 1990, which has contributed to a fiscal 1992-91 
improvement in gross margins from fiscal 1989-90 to 24-25% from 
23-24% respectively. Anchem now has a 50-50 consumer/industrial 
sales break-out from 60-40 in several earlier years. Bortz is a 
packager of paint thinners and finishes for the consumer;retail 
market which Anchem acquired in fiscal 1986. 

since the peak in 1982 at $16.8 million, Company dollar sales 
have dropped over 50% to the $8 million level for the past three 
fiscal years. Physical volume has declined even more because of 
periodic price increases. Prices were increased temporarily to 
pass along higher raw material cost increases during the early 
phase of the fall 1990 Gulf crisis. 

The decade-long sales drop reflected the loss of major accounts 
as several customers moved out of Southern California or changed 
their supplier source away from southern California. The ever
increasing environmental regulations in Greater Los Angeles have 
created an increasingly expensive and difficult operating circum
stance for chemical processors and distributors and their 
customers. The current recession in the region may not have 
seriously impacted sales through 1992. Management continues to 
emphasize less environmentally sensitive consumer products. 

In 1992, Anchem had about 179 active industrial customers and 
400 in the packaging division, both down about 10% from a year 
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earlier. All are located in Southern California. Ellis Paint Company, owned by Robert Berg, an Anchem founder and shareholder, is an important customer. 

Anchem's basic raw materials are these organic chemicals-propylene, glycol, toluene, ethylene glycol, acetone, mineral spirits, 1-1-1 trichloroethane, and alcohols. These are forms of petroleum distillates which are purchased from Shell, Union carbide, Exxon, Celanese and Vulkan Materials. The Company has on-site 32 underground storage tanks of 5,000 to 20,000 gallons capacity each and four above-ground tanks (old railroad tank cars): one of 10,000 gallons capacity and three of 6,000 gallons each. 

Anchem operates out of administrative offices and packaging and storage facilities on a 1.8 acre site in Santa Fe Springs, California. The structures and improvements are Company-owned, while the underlying real estate is owned by a partnership comprised of the three founding stockholders--John Locke, Robert Berg and Arnold Rosenthal. Mr. Rosenthal is no longer active in the company. The sale of the underlying real estate to the company by the partnerahip continues in limbo because of possible contamination and other issues. Anchem rents downtown Los 
Angeles warehouse space from Robert Berg. 

As of the summer of 1992, Anchem had 26 full-time employees versus 28 a year earlier. The Company has substantially increased temporary or part-time help, reflecting the higher packaging sales. 

Samson Chemical Cp. Joint venture 

on March 31, 1991, Anchem entered into a five and a half year agreement with saramoo, lno., dba Samson Chemical co., to operate on a joint venture basis for five years beginning October 1, 1991 fallowing an interim six month trial period which ended on september 30, 1991. If the joint venture is still effective on September 30, 1996, Samson will cease operations and transfer to Anchem its distributor relationships and its business and customer accounts. In the interim, both companies maintain separate operations (at Santa Fe Springs) and customers. 

samson was a Torrance, California-based industrial chemical distributor operating unprofitably on annual sales of $3.5 million or about 45% of Anchem's size. Through this affiliation, Anchem was able to broaden its product line to include epoxy products. On a combined basis, Anchem/Samson sales in fiscal 1992 were $12.06 million, indicating samson's sales are now running about $4 million annually. 

Samson's income (as defined by the agreement) is shared equally by the partners. In fiscal 1992, Anchem's income share was booked at $128,000 versus $12,000 for the one month of fiscal 1991. 
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For further details on this joint venture, see the November 1991 
valuation report. 

Samson was Anchem•s second business combination in five years, 
and management is exploring a joint venture with a Northern 
California chemical distributor to further broaden its customer, 
business and geographic base and augment sales. 

Management and Ownership 

The company senior management as of summer 1992 consisted of: 

Otficon; illJ..!! Jgine~ co. Age 

.John Locke Pres.i.dsnt, CEO 1971 65 
Rob<>rt l'llors Secretary/Treasurer 1971 60 
Robert ¢ustar Pr$si~ent - samson Chemical 1990 59 
.lames Locke oparatione Manager 1995 28 
Tim Mahoney Cont>:oUer 1990 35 

Robert Custer is a chemical engineer and MBA with experience in 
chemical distribution and as such provides important management 
and sales support for John Locke. Mr. Custer is concentrating on 
the industrial market and Mr. Locke on retail and proprietary 
products. 

The Board of Directors consists 
Arnold Rosenthal, all founders. 
President of Ellis Paint co. 

of John Locke, Robert Berg, and 
Mr. Berg's primary employment is 

As of April 30, 1992 there were 40,000 Class A and 14,065 Class a 
common shares outstanding (excluding treasury stock) as follows: 

Holder 

John Loeke 
Robert Berq 
ESOP 

Total 

20,000 A shares 
20,000 A shares 
14,065 B shares 

54,065 A&B share• 

37% 
37 

..21i 

lOOt 

Class A common stock is voting and Class a is nonvoting. other
wise, the two classes are equal. A valuation discount for the 
nonvoting Class B stock has not been taken by the prior apprais
ers nor by Bramstedt & Associates since the stock is in an ESOP 
where voting rights are not passed through in any event except 
for major corporate issues. 
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Environmental Issues Update 

The three previous valuation studies for the fiscal years ended 
september 1989, 1990 and 1991 discuss in detail the regional 
agencies which regulate Anchem's operating activities. According 
to management and SCS Engineers, its environmental consultant, as 
of April 30, 1992 the Company had no environmental agency ac
tions, violations or citations. 

These prior reports also discuss testing and related work for 
soil and groundwater contamination undertaken by the Company and 
scs since 1989 which so far has not uncovered any major problems. 
As it has since 1989, Anchem will continue to incur legal, 
testing, remedial and consultant costs above those experienced 
during the 1980s. (In fact, SCS and counsel are working with 
Anchem to try and recover some of these costs from a contractor 
who may have improperly installed a drain pipe.) The appraiser 
does not believe the company has been able to pass these costs, 
which have not been material in any one year, through to its 
customers, thereby impacting profit margins. 

Ongoing environmental incumbrances on Anchem's business and 
operations have been reflected in the valuation conclusion, in 
varying degrees, since fiscal 1989. 

california Economy 

As of the summer of 1992, the California economy, particularly 
southern California, was showing no signs of recovering from what 
is described as the worst recession since World war II. (The 
u.s. economy was beginning to pick up, however.) 

Heavy job losses from cutbacks in defense and aerospace and 
manufacturing firms relocating from California resulted in a 
statewide unemployment rate of 9-10%, or well above the national 
average with even higher rates in some southern California 
counties. Consequently, retail sales, per capita income, resi
dential and commercial construction and manufacturing activity 
are all depressed. Experts were not expecting any real improve
ment until 1993 or 1994. 

on the surface, Anchem's business and sales do not appear to have 
been seriously affected by this circumstance. Management, 
however, did not provide the appraiser with an analysis which 
could determine whether the economy or the environmental problems 
nave impacted the Company more and whether Anchem may be holding 
or gaining market share. 
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Financial Analysis and R@yiew 

Anchem has provided Bramstedt & Associates with financial state
ments for the fiscal years 1988-1992. These financial statements 
have been thoroughly examined and discussed with management. A 
copy of the Company's financial statement for the fiscal year 
ended April 30, 1992, prepared as a compilation by Arthur Buhlman 
& Co., CPAs, is attached as Appendix I. 

The results of our review and analysis of Anchem's financials are 
contained in the exhibits outlined below: 

Exhibit A -- Comparative Income Statament, F~l9BB-l992 
Exhibit B -- comparative Balance Sheete, FY19SS-1992 
Exhibit C -- Salacted Financial Ratios, FY1990-l992 

These exhibits are presented at the end of this section of the 
report. The following comments and observations are based upon 
Bramstedt & Associates' review and analysis of the company's 
financial statements. Saramco•s operations are not consolidated 
but are incorporated in a one-line (miscellaneous) income entry, 
"income split - Samson." 

Exhibit A contains Anchem's comparative operating statement in 
terms of dollars and dollars as a percent of sales for the period 
fiscal 1988-1992. Sales in fiscal 1992 of $8.05 million were 
essentially identical with the $7.9 million in fiscal 1991 and 
off just 1.3% from fiscal 1990. cost of sales rose 2.4% to 
$6.1 million (75.8%) from $5.96 million (75.0%) in fiscal 1991. 
Accordingly, gross profit at $1.95 million was almost identical 
to fiscal 1991 but gross margins fell moderately to 24.2% in 
fiscal 1992 from 25.0% in fiscal 1991, where they are better than 
fiscal 1989 and fiscal 1990. This apparently reflects a more 
favorable consumer/retail sales mix in fiscal 1992-1991. 
Anchem 1 s prices or raw material costs have not changed materially 
since the Persian Gulf crisis. 

••• 

Antlol• 0.....•~~;·~ (g. 
Cr'GIIII l"rol 1 t & Srlollltli 

Fill'R•J!ili!ll 

IM I!I'!U llletl IM l:llllllll 
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Operating expenses were nearly unchanged (up 0.6%) year to year 
at $2.1 million (26.2%). Administrative and office wages were 
up, apparently reflecting a full year of Samson employees. 
Direct wages dropped by nearly 40% to $166,000 in fiscal 1992 and 

. outside labor more than doubled to $219,000 as the Company used 
more temporary workers and leased truck drivers. Workers comp 
insurance was up 64% to $68,300. Tank testing expenses dropped 
by 37% to $14,400 in fiscal 1992 as did professional services 
(presumably environmental related) by 13% to $59,100. Deprecia
tion fell by half to $74,000 as certain Bortz assets became fully 
depreciated. 

The slightly lower gross profit and slightly higher operating 
expenses resulted in a moderate rise in the operating loss to. 
$161,000 in fiscal 1992 from a loss of $112,000 in fiscal 1991. 
(Anchem has reported small operating losses since fiscal 1988.) 
Other income jumped 81% to $177,000 in fiscal 1992 on the samson 
income split of $128,000, Interest expense continued a multi
year decline to $8,000. 

As a result, Anchem broke even in fiscal 1992 after taxes versus 
a $36,000 loss in fiscal 1991 and its first non-loss year since 
fiscal 1988, when sales were $1.4 million higher. For fiscal 
1993 management is forecasting that Anchem's sales ex-Saramco may 
be equal to fiscal 1992's $8 million and that the company might 
again record a slight profit. 

EXhibit B contains Anchem's comparative balance sheet in terms of 
dollars and dollars as a percent of assets for the period fiscal 
1988-1992. Fiscal 1992 reflects the first full year of the 
Samson joint venture. 

T<QIIIIIl l'lfAN1s 

&ngeles Chemical qo. 
Balance Sheet Profile 

Apdl 30, 1992 
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At April 30, 1992, total assets invested jumped 17% to $3.16 million, all of which occurred in current assets which were up 17.8% to $2.87 million (90.9%). Cash and liquid investments dropped to $292,000 (9.2%) from $475,000 (17.6%) a year earlier. Accounts 
receivable gained 44.3% to $1.5 million (48.5%) from $1.06 mil
lion (39.4%) at April 30, 1991 while inventories gained 18.6% to $875,000 (27.7%) at April 30, 1992. 

Both inventories and receivables were the highest in at least six years (on lower sales). However, about 60% of the $471,000 
receivables increase represents the increment of carrying sam
son's receivables and most of the inventory gain may also be 
Samson-related. 

Accordingly, current liabilities rose nearly 50% to $1.4 million at April 30, 1992 where they comprised 44.3% of liabilities and 
equity as compared to around 35% and lower in prior fiscal years. This gain occurred entirely at accounts payable, which jumped 63% to $1.22 million (38.6%). 

Anchem has no long-term debt. 
lion (55.7%) at April 30, 1992 
prior two fiscal years. 

shareholders' equity at $1.76 mil~ 
was virtually unchanged from the 

Exhibit c presents selected financial and operating ratios for 
the fiscal years 1990 through 1992. It shows that Anchem's 
previously solid and liquid balance sheet qualitatively weakened 
somewhat during fiscal 1992. Specifically, the current and quick 
ratios fell to 2.1 and 1.3 times respectively at April 30, 1992 
from 2.6 and 2.4 times respectively a year earlier. 

Working capital, which is composed primarily of accounts receivable and cash and equivalents, fell slightly to $1.47 million. 
The sales to working capital ratio rose to 5.5 times from 5.3 
times at April 30, 1991. I£ combined samson/Anchem sales of 
$12.1 million are used, the fiscal 1992 sales/working capital 
ratio is 8.2X, significantly higher than any recent year. 
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Much of this liquidity is excess to the Company's ongoing operating business requirements and will not apparently be needed for possible substantial environmental remedial costs. Consequently, the internal funds are available conceptually to purchase stock from existing shareholders or the ESOT. The purchase of the 
underlying Santa Fe Springs real property from the shareholder 
partnership has been deferred and there are no significant 
capital expenditures. Inventory turns dropped to 7.0 times 
during fiscal 1992 from 8.1 times in fiscal 1991 because of the higher inventory on the static sales and this ratio is also 
reflective of Samson's inventory. 

Because of the operating circumstances and a sound balance sheet profile, once again Anchem's source of value for equity owner~hip is found in the balance sheet. 

Appendix I contains a statement of cash flows for fiscal 1992 which is summarized and compared to fiscal 1991 as follows: 

Net eash from (used): 
operatinq activities 
Inveuting activities 
Financing activities 

Net change in c~oh 

~~ 
(000) 

Sl40 
3 

....{i_) 
$134 

$(203) 
34 

.J:.ll) 
$(182) 

Overall, there was a $182,000 decrease in cash during fiscal 
1992. This cash plus the higher and presumably Samson-related 
payables were used to carry the (greater) Samson receivables and 
inventory. Included in the Statement in operating activities is a deduction of $128,300 of income - equity in affiliate, which is 
nearly offset by $107,700 affiliate distributions (under investing activities). 
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AN~~ES CHEMICAL CO. 

Exhibit C 

Selected Rotiq Anotytis 
Ey1990·92 

Liquidity Ratios 

Current 
(Current Assets divj~ed by currant Llebilities) 

cuic:k 
<Cash & Account' Receiv~bl~ divided by Curr~~t Liab;titles) 

workinG caplt•l ($000) 

Sales/Receivables 
($~les divided by Accounts Aeceiv•blt) 

SaLE1!$/Workit\9 Coapt tal 
(Seles dlv1ded by working Capitel) 

CQ$t of Goods Sold/lnventorle$ 
<Cost of Goods Sold divided by Inventories) 

ESIT/Interes.t 
(Earni~s befar~ Jnterest & Tax div1ded by Interest E~peose) 

cash Flow/Maturity LTD 
(Net Income + Depreciation Expanses 
divided by Current Portion of Long~Tenm Debt) 

Debt/Worth 
Clotal Liabllftju& divided bv Mtt worth) 

Long·Ttrm liabilities/Yorth 
(liabilitit$ Qver one year divided by Net worth) 

Operating Ratio• 

Total Asset T~r"Qv~r 
(Sale' divided by Average Total Assets) 

Return on Equity 
(Net Income divided by Avura~e StockholGers' Equity) 

Return on As,eti 
(Net Jncome dfvi~ed by Averase Asset$) 

N.A. ~Mot appliclbl~ 
Nws. ~ Negative ~•lcutation 
Nom~ oo Nomi "' l 

SOURCE: C~ny statements and &ramettdt & Associat~s. 

fY 4/30: 1992 1991 .1.l'.2l! 

2,05 2,60 2.37 

1.)0 1.64 1.59 

1474 1503 1344 

5.25 7.47 6.~ 

s.s 5.3 6.0 

7.0 e. 1 10.0 

Nom. Neg. 

1. 13 1.32 

o.ao 0.54 

Nom. 1<0111. 

<.75 2.89 2.79 

No1n. (12.5%) 

(1,3X) (8.2%) 
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IV. VALUATION 

In arriving at a minority interest fair market value determina
tion for Anchem, Bramstedt & Associates has considered the relevant factors set forth in Revenue Ruling 59-60 with regard to the valuation of closely held companies and in the Department of Labor's (DOL) proposed regulations on "Adequate Consideration" as they relate to the valuation of securities for Employee Stock 
ownership Plan purposes. The following comments represent our 
findings with regard to those specific factors outlined in Revenue Ruling 59-60 and the DOL's proposed regulations on "Adequate Consideration" as they pertain to the valuation of Anchern. The 
following references to Revenue Ruling 59-60 implicitly include the DOL's proposed regulations. 

El!:!ok Value 

Revenue Ruling 59-60 states that the appraiser should consider 
book value when valuing a closely held company. Anchem's stated book value was $1,760,207 or $32.56 a share as of April 30, 1992. 

Normally, book value or adjusted book value is not afforded much weight or consideration in the valuation of an operating company such as Anchem. Such type companies are normally valued on earnings and/or cash flow capacity. Because of depressed operating results, the appraiser chose to use book value as fair market value for ESOP purposes as of April 30, 1987 and has used it as a 
valuation reference .since fiscal 1988. 

DiYidend Historv. Capagitv and Probability 

Revenue Ruling 59-60 suggests that the appraiser consider divi
dends and dividend paying capacity in valuing closely held 
securities. 

The Company has not paid any dividends on its common stock and 
has no intention of changing this policy at this time. This 
policy is quite appropriate for a small, private company which is owned by shareholders who neither rely upon nor expect dividend 
income. 

Normally, earnings reinvested in the growth of a company can 
be expected to earn at a greater return than dividend income 
invested in other investment opportunities with similar risks and prospects. Consequently, shareholders will ultimately 
benefit from the current policy to reinvest earnings in the 
Company's growth rather than to pay cash dividends. 

The capacity to declare and pay cash dividends is a positive consideration. The decision not to pay dividends is not a 
negative consideration. 

-16-
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Comparable Companies--Publicly-Traded 

Revenue Ruling 59-60 suggests that the appraiser consider the 
market price of stocks of corporations engaged in the same or a 
similar line of business having their stock actively traded in a 
free and open market or over the counter. Bramstedt & Associates 
has made an exhaustive search for comparable public companies 
which can be deemed to_be similar to Anchem. No single company 
proved to be a worthy publicly traded comparable. Public compa
nies are generally much larger and more diverse both geogra
phically and in business operations. 

In previous valuation studies, the appraiser has broadly referenced the capitalization ratios of Univar (NYSE), the largest. 
u.s. chemical distributor. Because of the continuing reliance on 
a modified book valuefworking capital methodology for Anchem, the appraiser now feels that this peripheral reference is no longer 
valid or useful. 

Cash Flow and Earnings Capacity 

Earlier ESOP valuations by Charles Stark, PC, appears to rely on 
conclusions derived from capitalizing five-year average of net 
income, aftertax cash flow and pretax available cash flow, among other methods. Aftertax cash flow is net income plus deprecia
tion. Available cash flow before taxes is pretax income plus 
profit share/ESOP contribution plus depreciation. Depreciation 
in fiscal 1991 and 1992 was $151,000 and $74,000 respectively. 
Anchem•s earnings and cash flow as just defined for fiscal 1992, 
1991 and 1990 are shown below: 

Caeh flow 
P@r!o~ Ne~ !n~ome Availabl~ After Tax 

F1992 s 5,000 s 98,000 s 79,000 
Fl991 (36,000) 131,120 115,000 
Fl990 (239,000) (31,000) (45.000) 

Note• Figures have been rounded. 

Because of the erosion of the Company's earning and cash generating power, the application of the Stark methodology is not being 
used. 

Valuation 

Because of insufficient demonstrable earning power and thin cash flow prospects, Bramstedt & Associates and the appraiser once 
again must look to the balance sheet for valuation purposes as in 
fiscal 1991 when we employed an adjusted or modified book value approach. 

Generally, capitalization of income and cash flow streams is the 
appropriate methodology for determining the equity fair market 
value of an operating company such as Anchem. The decision to 

-17-
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utilize adjusted book value and working capital is based on the 
factors discussed and tha appraiser's experience and knowledge in 
deriving equity values of closely held companies. 

At April 30, 1992, Anchem's stated book value was $1,760,207 and 
working capital was $1,473,581. Since Anchem has no long-term 
debt, this working capital basically accrues to the equity 
holders. (Cash and cash equivalents and receivables alone total 
$1.83 million. Following the valuation methodology used in 
recent valuation studies and using a 7.5% asset liquidation dis
count and a 10% discount for restricted marketability produces an 
indicated fair market value of $1,465,372, or almost equal to 
working capital. 

Adiusted Book Value Method 
Angeles Chemical Co. 

April 30, 1992 

Stated Book Value 

Less Liquidation Di~co~nt (?.5\) 
subtotal 

L~as Marketability Discount (10%) 
Indicated Fair Market VAlue 

workinq Capital 

Sl,760,~07 

132.015 

1,628,191 

162.819 

$1.465,372 

$1,473.5Sl 

since the product of the adjusted book value methodology effec
tively accords no value to the Company's fixed assets and to 
business goodwill as a going concern, the appraiser believes this 
methodology understates the fair market value of the equity 
ownership of Anchem. 

In order to incorporate the economic worth of fixed assets and 
goodwill, Bramstedt & Associates has marked up the company's 
working capital of ~1,473 1 578 by 10% or $147,358 to produce an 
indicated fair market value (FMVl tor ESOP purposes of the equity 
ownership ot Anchem as ot April 30, 1992 of ~1,621 1 000 or $3o.oo 
a share (rounded) on 54 1 065 shares outstanding. This working 
capital premium is consistent with that of the three prior years 
and the FMV is 92% ot book value and 20% of sales (see page 2). 

As of the ESOP plan year which began May 1, 1987, the ESOP 
Administration Committee changed its policy on paying terminating 
plan participants in a lump sum to paying participants terminated 
for reasons other than retirement at age 65 in five annual cash 
pay-outs commencing on the first anniversary of termination. 
Terminated plan participants sell 20% of their stock in each of 
five years at the fair market value applicable for each year. 
Accordingly, the above derived value reflects a discount of 10% 
or the same as applied at April 30, 1991. This marketability 
discount conceptually reflects the time value of money under the 
deferred pay-out program now in effect. 

-18-
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Recent Stock Sale and Valuation 

Revenue Ruling 59-60 suggests that al:'m's-length sales to knowl
edgeable unrelated third parties in the recent past would be a 
basis for valuation. 

There have been no such recent transactions. 

-19-
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V. CONCLUSIONS 

Based on our eXperience and general knowledge in determining the 
value of closely held companies and upon the consideration of all 
factors previously discussed, Bramstedt & Associates is of the 
opinion that the fair market value of the outstanding common 
stock of Angeles Chemical Co. for ESOT purposes is $1,621,000 or 
$30.00 per share as of April 30, 1992 on 54,065 Class A and B 
shares outstanding. This valuation is based on an adjusted or 
modified book value approach. 

Specific positive factors concerning Anchem were its still solid 
and long-term debt tree balance sheet; continued sales, opera
tional and environmental stabilization; a break-even year in . 
fiscal 1992 after three loss years; and profit and other benefits 
from the Saramco affiliation. 

Unfavorable factors were a 50% sales drop in a decade; no visi
bility for real earnings generation; negative or nominal returns 
on capital and equity; the hostile operating environment for 
small chemical processors in heavily populated urban areas such 
as Los Angeles; and the southern California recession. 

It is important to point out that this evaluation is specifically intended to establish a per-share fair market value for shares to be issued or sold to the ESOT. This report does not specifically 
address the evaluation of the Company as an entity. The value of 
the company as a whole, with the attendant rights to control the 
direction and growth of the Company, to influence or control 
compensation and dividends, to change the management, to acquire 
other companies andfor business operations, to buy companies or 
new product lines, or to sell or merge the Company, may be 
greater than the total value implied by this evaluation. 

On the other hand, the value of minority interest shares held 
outside of an ESOT would probably be less than the value deter
mined in this report. An ESOT with a "put" option obligating the 
Trust to repurchase the shares held by participants provides a 
valid market for such stock. Minority interest shares held 
outside of the ESOT would by necessity be discounted by more than 
lO% taken here for their greater inherent lack of marketability. 

This valuation is as of April 30, 1992; and, since it is based 
upon recent financial statements, it should be valid for the near 
future. However, it is imperative to recognize that the dynamics 
of the industries served and general economic conditions can 
change and invalidate this evaluation. Federal regulations 
require that the Company's common stock be reevaluated at least 
annually for ESOT purposes. 

-20-
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ARC~BR, BULMAHN & CO. 
626 SOOT~ LAKE AVENUE 

PASADENA, CALXFORNlA 91106 

TO THE BOARD OF DIRECTORS 
ANGELES CHEMICAL COMPANY, INCORPORATED 

WE HAVE COMPILED THE ACCOMPANYING BALANCE SHEET OF ANGELES 
CHEMICAL COMPANY, INCORPORATED AS OF APRIL 30, 1992 AND THE , 
RELATED STATEMENTS OF INCOME AND CASH FLOWS FOR THE YEAR THEN 
ENDED, IN ACCORDANCE WITH STANDARDS ESTABLISHED BY THE AMERICAN 
INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS. 

A COMPILATION IS LIMITED TO PRESENTING IN THE FORM OF 
FINANCIAL STATEMENTS INFORMATION THAT IS THE REPRESENTATION OF 
MANAGEMENT. WE HAVE NOT AUDITED OR PERFORMED A REVIEW SERVICE ON 
THE ACCOMPANYING FINANCIAL STATEMENTS, AND ACCORDINGLY, DO NOT 
EXPRESS AN OPINION OR ANY OTHER FORM OF ASSURANCE ON THEM. 

MANAGEMENT HAS ELECTED TO OMIT SUBSTANTIALLY ALL OF THE 
DISCLOSURES REQUIRED BY GENERALLY ACCEPTED ACCOUNTING PRINCIPLES. 
IF THE OMITTED DISCLOSURES WERE INCLUDED IN THE FINANCIAL 
STATEMENTS, THEY MIGHT INFLUENCE THE USER'S CONCLUSIONS ABOUT THE 
COMPANY'S FINANCIAL POSITION, RESULTS OF OPERATIONS, AND CASH 
FLOWS. ACCORDINGLY, THESE FINANCIAL STATEMENTS ARE NOT DESIGNED 
FOR THOSE WHO ARE NOT INFORMED ABOUT SUCH MATTERS. 

CERTIFIED PUBLIC ACCOUNTANTS 

NOVEMBER 6, 1992 
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ANGELES CHEMICAL COMl'ANY, INCORl'ORATED 
BALANCE SHEET 

UNAUDITED 
Al'RIL 30, 19!12 

A S S E T S 

CURRENT ASSETS 
PETTY CASH 
CASH IN BANK 
CASH IN BANK - PAYROLL 
CASH IN BANK -BORTZ 
CASH IN MONEY MARKET 
ACCOUNTS RECEIVABLE 
ALLOW. FOR DOUBTFUL ACCTS. 

NET ACCOUNTS RECEIVABLE 
ACCTS. REC. - STALLION 
ACCTS. REC. - OTHER NON-OPERATING 
ACCTS. REC. - SAMSON 
EMPLOYEE ADVANCES 
INVENTORY - CHEMICALS 
INVENTORY -PACKAGING 
INVENTORY -PKG.-BORTZ 
INVENTORY -GASOLINE 
PREPAID INTEREST 
PREPAID PROPERTY TAX 
PREPAID INSURANCE 
PREPAID AUTO INSURANCE 
PREPAID CONSULTANTS FEES 
PREPAID OTHER 
PREPAID EXCISE TAX -F'UEL 

TOTAL CURRENT ASSETS 

FIXED ASSETS 
OFFICE TRAILER 
TRUCKS & AUTOS 
TANKS & PLANT EQUIPMENT 
FURNITURE & FIXTURES 
PLANT 

·DRUMS 

TOTAL FIXED ASSETS 

LESS: ACCUMULATED DEPRECIATION 

NET FIXED ASSETS 

OTHER ASSETS 
INVESTMENT IN SAMSON 

TOTAL OTHER ASSETS 

TOTAL ASSETS 

1,030,926.26 
(20,257.15) 

99,567.42 
219,335.36 
723.270.88 
214,708.06 
354,662.97 
136,040.56 

1,747,585.25 

(1,493,260.48) 

32,303.53 

$ 5' 254.02 
(173,966.13) 

(8,373.22) 
458,206.13 

11,457.32 

1,010,669.11 
112,553.95 

46,829.88 
364,003.57 

3,817.32 
527,492.67 

67,523.54 
276,338.73 

3,343.39 
2,187.64 
1,557.37 

140,996.25 
475.00 

3,300.00 
14,758.85 

6,220.00 

2,874,645.39 

254,324.77 

32,303.53 

--------------
$ 3,161,273.69 
=~=~~==~==-

SEE ACCOUNTANTS' COMPILATION REPORT 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
BALANCE SHEET 

UNAUDITED 
APRIL 30, 1!192 

LIABILITIES AND STOCKHOLDERS' EQUITY 

CURRENT LIABILITIES 
NOTES PAYABLE 
ACCOUNTS PAYABLE 

$ 69,856.16 

OTBER ACCRUED LIABILITIES 
ACCRUED TANK TESTING 
ACCRUED PAYROLL 
ACCRUED COMMISSIONS 
ACCRUED WOR~S COMP.INS. 
SUI PAYABLE 
FUTA PAYABLE 
SALES TAX PAYABLE 
CALIF. FRANCHISE TAX PAYABLE 
DRUM DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 

TOTAL LIABILITIES 

STOCKHOLDERS' EQUITY 
COMMON STOCK - $.10 PAR VALUE, 

1,000,000 SHS. AUTHORIZED, 
54,065 SHS. ISSUED & OUTSTANDING 

PAID IN CAPITAL 

1,220,178.86 
7,254.92 

12,016.08 
18,055.22 
5,604.51 

0.03 
2,422.18 

910.42 
3,240.55 
1,528.00 

60,000.00 

RETAINED EARNINGS - BEGINNING 
NET INCOME OR (LOSS) 

$ 1,643,803.35 
5,273.11 

RETAINED EARNINGS 

TOTAL STOCKHOLDERS' EQUITY 

1,401,066.93 

1,401,066.93 

5,406.50 
105,723.80 

1,649,076.46 

1,760,206.76 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 3,161,273.69 
======~~:====::~~ 

BEE ACCOUN'l'ANTS' COMPILATION 'REPORT 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF INCOME 

UNAUDXTED 
FOR THE TWELVE MONTHS ENDED APRXL 30, 1992 

YEAR TO DATE !!; 

SALES 
COST OF SALES 

GROSS PROFIT 

OPERATING EXPENSES 
ADMINISTRATIVE SALARIES 
OFFICE WAGES 
SALES WAGES 
Dl:RECT WAGES 
INDIRECT WAGES 
PAYROLL TAXES 
WORKMANS COMP. INSURANCE 
GROUP INSURANCE 
OUTSIDE LABOR 
ADVERTISING 
AUTO & TRAVEL 
BAD DEBTS 
COMPUTER EXPENSE 
DONATIONS 
DRUM MAINTENANCE 
DUES & SUBSCRIPTIONS 
SEMINARS AND MEETINGS 
EMPLOYEE WELFARE 
EQUIPMENT RENTAL 
FREIGHT-IN 
FREIGHT OUT 
CASUALTY INSURANCE 
LAB EXPENSE 
OFFICE SUPPLIES 
PRINTING PREP. EXPENSE 
PLANT EXPENSE 
POSTAGE 
PROFESSIONAL SERVICES 
PROFIT SHARING EXPENSE 
RENT 
REPAIRS & MAINTENANCE 
SALES PROM. TRAVEL 
BUSINESS PROMOTION 
TANK TESTING EXPENSE 
TAXES & LICENSES 
TELEPHONE 
TRUCK EXPENSE 
UTILITIES 
COMMISSIONS -BORTZ 
DEPRECIATION 

TOTAL OPERATING EXPENSES 

$ 8,050,881.29 
6,104,885.87 

1,945,995.42 

105,627.:39 
88,237.66 
59,694.80 

165,830.44 
32,129.24 
44,150.49 
68,296.75 
93,016.01 

219,174.51 
16,692.97 
43,574.49 
12,000.00 
10,124.63 

250.00 
106,868.10 
11,041.71 

2,841.42 
11,389.04 

2,436.74 
64,275.50 
40,971.96 
79,981.93 

854.32 
20,133.94 
14,580.33 
82,463.07 

6,681.60 
59,082.57 
15,662.94 

137,400.00 
:36,390.33 
12 '921. 69 
27,837.23 
14,400.00 
3J 1031. J6 
27,104.87 

145,600.53 
18,207.91 

102,847.22 
73,730.56 

$ 2,107,536.25 

SEE ACCOUNTANTS• COMPILATION REPORT 

100.00 
75.83 -------
24.17 -------

1. 31 
1.10 
0.74 
2.06 
0.40 
0.55 
0.85 
1.16 
2. 72 
o. 21 
0.54 
0.15 
0.13 
o.oo 
1. 33 
0.14 
0-04 
0.14 
0.03 
o.ao 
0.51 
0.99 
0.01 
0.25 
0.18 
1.02 
0.08 
0.73 
0.19 
1.71 
0.45 
0.16 
0.35 
0.18 
0.41 
0.34 
1.81 
0.23 
1.28 
0.92 

26.18 
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ANGELES CHEMICAL COMP~Y, INCORPORATED 
STATEMENT OV INCOME 

UNAUDITED 
FOR THE TWELVE MONTHS ENOED APRIL 30, 1992 

OPERATING LOSS 

OTHER INCOME OR (EXPENSE) 
DISCOUNTS EARNED 
DEMURRAGE 
INTEREST INCOME 
INCOME SPLIT-SAMSON 
SALARY REIMBURSEMENT 
MISCELLANEOUS INCOME 
PAILS 
TERMINALING CHARGES 
INTEREST EXPENSE 

TOTAL OTHER INCOME (EXPENSE) 

INCOME BEFORE INCOME TAXES 

PROVISION FOR INCOME TAXES 

NET INCOME 

YEAR TO DATE 

$ (161,540.83) 
---------------· 

$ 

1,132.49 
50.00 

12,836.46 
128,333.82 

1,044.45. 
1,508.87 

742.14 
31,535.29 
(8,041.58) 

169' 141.94 

7,601.11 

(2,328.00) 

5,273.11 
====~====IOZS:JD== 

SEE ACCOUNTANTS' COMPILATION REPORT 

(2.01) 

0.01 
o.oo 
0.16 
l. 59 
0.01 
0.02 
0.01 
0.39 

(0.10) 

2.10 

0.09 

(0.03) 

0.07 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OP INCOME DETAIL 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1992 

SOLVENTS -SALES 
RETURNS & ALLOWANCES 

TOTAL SALES 
COST OF SALES 

GROSS PROFIT 

PACKAGING -SALES 
RETURNS & ALLOWANCES 

TOTAL SALES 
COST OF SALES 

GROSS PROFIT 

BORTZ -SALES 
RETURNS & ALLOWANCES 
SALES DISCOUNTS 

TOTAL SALES 
COST OF SALES 

GROSS PROFIT 

TOTAL GROSS PROFIT 

YEAR TO DATE 

$ 3,992,473.54 
(334.02) 

3,992,139.52 
3,321,252.79 

670,886.73 
-------------- . 

1,115,989.95 
(7,393.65) 

1,108,596.30 
855,830.89 

252,765.41 

2,964,831.64 
{12,858.68) 

(1,827.49) 

2,950,145-47 
1,890,342.32 

1,059,803.15 

$ 1,945,995.42 
~~======-==--

SEE ACCOUNTANTS' COMPILATION REPORT 

100.01 
(0.01) 

100.00 
83.19 

16.81 

100.67 
(0.67) 

100.00 
77.20 

22.80 

100.50 
(0.44) 
( 0. 06) 

100.00 
64.08 

35.92 

24.17 
=~==== 
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ANGELES CHEMICAL COMPANY, INCO~ORA~ED 
S~A~EMENT OF CASH FLOWS 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1992 

CASH FLOWS FROM OPERATING ACTIVITIES! 

NET INCOME 

ADJUSTMENTS TO RECONCILE NET INCOME TO 
NET CASH FLOWS FROM OPERATING ACTIVITIES: 

DEPRECIATION $ 
EQUITY IN INCOME OF AFFILIATE 
CHANGE IN ASSETS AND LIABILITIES 

INCREASE IN ACCOUNTS RECEIVABLE 
INCREASE IN INVENTORY 
INCREASE IN PREPAID EXPENSES 
INCREASE IN DRUMS INVENTORY 
INCREASE IN ACCOUNTS PAYABLE 
DECREASE IN ACCRUED EXPENSES 
INCREASE IN CUSTOMER DEPOSITS 
INCREASE IN INCOME TAXES PAYABLE 

TOTAL ADJUSTMENTS 

NET CASH USED BY OPERATING ACTIVITIES 

CASH FLOWS FROM INVESTING ACTIVITIES~ 

LOANS ADVANCED 
COLLECTION OF LOAN ADVANCEs 
CAPITAL EXPENDITURES 
DISTRIBUTIONS FROM AFFILIATE 

73,730.56 
(128,333.82) 

(444,656.70) 
(136,397.99) 

(9,448.81) 
(31' 892. 56) 
471, oo:l.ls 

(8,110.07) 
3,793.86 
1,528.00 

(158,0:34.42) 
131,912.00 
(47,325.25) 
107,715.09 

NET CASH PROVIDED BY INVESTING ACTIVITIES 

CASH FLOWS PROM FINANCING ACTIVITIES: 

PRINCIPAL PAYMENTS ON LOANS (12,873.22) 

NET CASH USED BY FINANCING ACTIVITIES 

NET DECREASE IN CASH 

CASH AT BEGINNING OF PERIOD 

CASH AT END OF PERIOD 

SEE ACCOUNTANTS• COMPILATION REPORT 

$ 5,273.11 

(208,784.35) 

(203,511.24) 

34,267.42 

(12,873,22) 

(182' 117. 04) 

474,695.16 

$ 292,578.12 
====~=,.....,~= 
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BKAI'ISTEDT 
and A:ssociates Incorporated 

Finarlclal Consulting 

Busine.:s.s V.ah.!iitlons 

Fll'l<"!t1(.lal Ani'llysls 

Qualifications of 
Brarnstedt & Associates, Inc. 

Eric M. Bramstedt, CFA, has over 30 years experience in the field 
of financial analysis, equity evaluations, securities analys.i.s and 
investment banking. From 1967 to 1977 Mr. Bramstedt was a senior 
.s.,curity analyst and officer of two San Francisco based institution
al research firms. He has prepared well over 300 business 
valuations on closely held companies for merger and acquisition, 
gift and estate taxes, Employee Stock Ownership Plans (ESOPs), 
incentive stock option plans and others. These valuations hava 
covered a broad industry scope of closely held and public companies 
including several Fortune 1000 listings~ Mr. Bramstedt possesses 
in-depth knowledge of ESOP functions and valuation through twelve 
years of extensive experience with three leading ESOP design and 
valuation firms--Menke & Associates, Kelso & Co. and Houlihan, 
Lokey, Howard & Zukin. This experience includes work for an 
employee coalition's proposed ESOP buy-out of Eastern Airlines. 

Mr. Bramstedt is an industry specialist in transportation, 
particularly trucking. As such, he has investigated the operations 
and appraised the business values of several hundred motor car:riers, 
many of which are located in California. Clients have included 
major domestic and international transportation companies for 
acquisition and investment banking and other applications. 
Mr. Bramstedt is Director of the PCTB Consulting Group, a division 
of the Pacific Coast Tariff Bureau of San Francisco. As such, he 
is editor of CAL-TIPS, an annual operating and financial study of 
the california less-than-truckload business. 

Mr. Bramstedt is a Chartered Fi.nancial Analyst (CFA) and a member. 
of the lnstitute of Chartered Financial Analysts, the Association 
for Investment Management and Research, the Transportation Research 
Forum, the Valuation Roundtable of San Francisco, and the Pacific 
Coast Accounting and Finance Council. He holds a Bachelor's Degree 
in Economics from stanford University. He has written articles tor 
industry periodicals and made public speaking appearances on 
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l'inmu:i;ll con.">ullin~ 

CONFIDENTIAL 

Employee Stock Ownership Plan 
Administrative committee 

Angeles Chemical co. 
P.O. Box 2163 
Santa Fe springs, California 90670 

Attn: Mr. John Locke 

Gentlemen: 

November 18, 1991 

You have requested we establish the fair market value of the 
common stock of Angeles Chemical Co. for Employee Stock Ownership 
Trust (ESOT) purposes as of April 30, 1991. 

our evaluation places a fair market value of $1,653,300 on the 
common stock of Angeles Chemical Co. as of April 30, 1991. Based 
on 54,065 A and B common shares outstanding, the value per share 

$30.60. This evaluation is derived from adjusted book value 
and is discounted for restricted marketability. The valuation 
conclusion was transmitted orally to John Locke on November 14, 
1991. 

The valuation report was prepared by Bramstedt & Associates, Inc. 
as a subcontractor to sansome Street Appraisers, Inc. 

Earnings 
climate. 
stock be 

EMB:ew 
enclosure 

prospects can change, as -can the general economic 
Federal regulations require that the Company's common 

reevaluated at least annually for ESOT purposes. 

Very truly yours, 

BRAMSTEDT & A~~Au, 
[;._;._. o/)1. 

Eric M. Bramstedt, CFA 
President 
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I. INTRODUCTION 

Angeles Chemical Co. ("Anchem" or the "Company") has requested 
Bramstedt & Associates, Inc. render its opinion as to the fair 
market value of the company's common stock in connection with 
transactions involving the Company's Employee Stock Ownership 
Trust (ESOT). This valuation is based on financial data provided 
us for the five fiscal years ended April 30, 1991 and is derived 
from an adjusted book value methodology. 

In that regard, Bramstedt & Associates places a fair market value 
of $1,653,300 or $30.60 per share on the common stock of Anchem 
as of April 30, 1991 based on 54,065 A and B shares outstanding. 

Anchem is a closely held corporation with no present market for 
its common stock. It is a regional southern California liquid 
chemical distributor whose products are primarily used in ind.us
trial and commercial coating applications. Sales in fiscal 1990 
and 1991 have stabilized at $8 million after falling over 50% 
from a peak of $16.8 million in fiscal 1982. The Company nearly 
broke even in fiscal 1991 after recording comparatively small 
losses in fiscal years 1990 and 1989 1 the first deficits in its 
19-year history. A recent joint venture agreement with a former 
competitor, Samson Chemical co., may allow Anchem to return to 
profitability on higher sales in fiscal 1992. Potential soil and 
underground water contamination problems at Anchem's plant two 
years ago have turned out not to be serious and should not 
require significant remedial and other costs. Anchem has a 
liquid, debt-free balance sheet. 

Like all chemical processors, however, Anchem and its customers 
are facing significant environmental regulations in the Los 
Angeles Basis that have seriously affected Anchem•s business base 
and longer term prospects. 

Scope of the Yaluation stud~ 

The purpose of this valuation study is to determine the fair 
market value of a minority interest in the common stock of Anchem 
as of April 30, 1991 for transactions involving the Company's 
Employee Stock ownership Trust. 

In performing this valuation study, a variety of data and assump
tions was used. The financial information on past performance 
was gathered from the financial statements of Anchem as prepared 
by its accounting firm for the past five fiscal years. we have 
included in Appendix I a copy of Anchem's most recent financial 
statement, for the fiscal year ended April 30, 1991. 

Projections of expected future financial performance through 
fiscal 1992 were provided by management. The appraiser has 
visited the Company's facilities in Santa Fe Springs, California, 
most recently in June 1990. Interviews were held with members of 
management and with certain outside sources with regard to the 
chemical distribution industry generally and specifically about 
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several important environmental/regulatory issues facing the 
Company. 

In ascertaining the value of the Company, published data on 
publicly traded companies were utilized in an effort to find 
comparable companies. There were no companies which were found 
to be directly comparable. 

Prior ESOP Valuations and Reports 

Anchem's ESOP was established during fiscal year 1984 as a 
conversion from a profit sharing plan. ESOP valuations for 
Anchem since fiscal 1987 have been prepared by Menke & Associ
ates, Inc. and Bramstedt & Associates, Inc. Bramstedt & Associ
ates' valuation report for April 30, 1990 is dated October 1990. 
All these reports are herein incorporated by reference and 
contain a description of the chemical distribution industry; 
Anchem's history, operating description and management; and the 
valuation methodologies employed. 

The table below illustrates the aggregate ESOP (minority inter
est) values relative to certain financial criteria for fiscal 
years 1987-91: 

Aggr""iJate 
Data ~~Q:f Vil!d~ 

4/30/91 $1,653,300 
4{30{90 1,527,885 
4/30/89 1,635,995 
4/30/99 1,730,000 
4/30{87 2,122,604 

Limi:tA:ti2ns Of tn;i.s 

ESOP yaluotion Summary 
F1987-1991 

Per f~I:!2!i!!lt of· 
Sh&re ~ At1set• Egyity; 

$30.60 20.8' 61.2' 94\ 
28.25 18.8 54.7 85 
30.25 18.2 53.9 81 
32.00 18.3 56.5 81 
39.25 20.2 65.0 100 

~All.IA:ti!;m 

:t~m11 
Grose Werking 
!!!':gfU; ~illiil~ti~ 

0.83X l.lOX 
0.79 1.14 
0.79 1.08 
0.72 1.15 
0.78 l-46 

In preparing the valuation, Bramstedt & ASsociates relied upon 
and assumed the accuracy and completeness of all financial, 
statistical and other information provided by Anchem. Bramstedt 
& Associates also considered information based upon other public
ly available sources which it believe~ to be reliable, however 
Bramstedt & Associates and the appraiser do not guarantee the 
accuracy and completeness of such information and did not inde
pendently verify the financial statements and other information. 
The appraiser is not aware of material omissions or understate
ments which would affect values contained in this report. The 
fair market value arrived at herein represents the appraiser's 
considered opinion based upon the facts and information presented 
to him. No legal opinion is expressed by this report and its 
accompanying documents. 

This valuation report does not address matters requiring special 
expertise or knowledge not generally held by business appraisers. 
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As such, this report does not specifically address such issues as 
toxic contamination, hazardous waste, engineering and structural 
soundness, litigation and legal concerns, etc. 

This appraisal is intended for the purpose(s) stated herein. Any 
other application by the Company, its shareholders and others may 
not be appropriate. 

Neither the appraiser nor Bramstedt & Associates, Inc. has any 
present financial interest in Anchem, and the fee for this 
valuation is not contingent upon the value(s) determined. The 
qualifications of Bramstedt & Associates to undertake this valua
tion are summarized in Appendix II. 
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II. VALUATION PROCESS 

The stock in this valuation has been evaluated based upon: 
(1) the pertinent principles, regulations and guidelines of the 
Internal Revenue Service and the Department of Labor; (2) analy
sis of the Company's financial statements; (3) thorough discus
sions with management; and (4) analysis of relevant industry 
conditions and other factors. 

Definitions 

The following terms will recur throughout the valuation and 
should be understood by the following definitions, except as 
otherwise noted: 

Fair Market value -- The Internal Revenue Service has 
defined "fair market value" in Revenue Ruling 59-60, issued 
in March 1959, as: 

• ••• the price at which the property would change hands between 
a willing buyer and a willing seller when the former is not 
under any compulsion to buy and the latter ia not under any 
compulsion to sell, both parties having reasonable knowledge 
of relevant facts. court decisions frequently state, in 
addition, that the hypot~et1eal buyer and seller are •seumed 
to be able, aa well aa willing, to trade and be well informed 
about the property and concerning the market for such prop
erty.• 

This definition is widely accepted and used in courts of law 
and in tax literature and is the most widely used approach 
in valuing closely held securities. It is the basic defini
tion upon which we have relied in determining the fair mar
ket value of the Company's stock. Revenue Ruling 59-60 was 
issued for estate valuation purposes, but is not limited to 
that use. It serves as a guide in virtually all valuation 
situations requiring the determination of fair market value. 

E[@tax and Pre-contribution Earnings -- Pretax earnings 
refer to earnings or income before federal, state and local 
income taxes. Pre-contribution earnings refer to pretax 
earnings before discretionary employee benefit plan contri
butions. 

~SOP -- Employee Stock OWnership Plan and ~ -- Employee 
Stock Ownership Trust refer essentially to the same entity 
and for purposes of this valuation can be considered inter
changeable. 

IRS & DOL Guidelines 

In general, a company whose securities are traded in volume by 
informed persons in a free and active market has its fair market 
value determined continuously. The prices at which the securi
ties of such a company trade are a reflection of the collective 
opinion of the investing public as to what the future prospects 
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of the company a~e at that point of time. However, when a stock 
is traded infrequently, or is traded in an erratic market, or is 
closely held, such as in the case of Anchem, some other measure 
of value must be found. 

The Internal Revenue code of 1954, Section 2031(b), specifies 
that the value of stocks and securities of corporations not 
listed on an exchange or freely traded •• ... shall be determined by 
taking into consideration, in addition to all other factors, the 
value of stock or securities of corporations engaged in the same 
or a similar line of business which are listed on an exchange." 

Revenue Ruling 59-60, issued in March 1959 for estate valuation 
purposes and extended to include the determination of fair market 
value of closely held businesses for income and other tax purpo
ses by Revenue Ruling 65-193, further develops a set of eight 
criteria which, while not all-inclusive, are fundamental to the 
appraisal of the fair market va1ue of closely held companies. 

The Department of Labor has issued proposed regulations on 
"Adequate Consideration" which address valuation issues affecting 
Employee Stock OWnership Plans. These proposed regulations 
endorse Revenue Ruling 59-60 and set forth other factors to be 
considered in valuing sec.urities for ESOT purposes. 

Consequently, this report has considered the following factors: 

History of the company and Nature of Its Business 

Economic outlook in General and Condition and outlook of the 
Industry in Particular 

Book value of the Stock and Financial Condition of the 
Business 

Earnings Capacity of the Company 

Dividend Paying Capacity 

Whether or Not the Enterprise Has Goodwill or Other Intangi
ble Assets 

Sales of Stock and Size of the Block of Stock to be Valued 

The Market Price of Stocks of corporations Engaged in the 
Same or a similar.Line of Business Having Their stocks 
Actively Traded in a Free and Open Market or Over the 
counter 
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The Effect of ESOP Cgntributions gn Fair Market Value 

Anchem's ESOP was established in fiscal 1984. The Company made 
cash contributions of $13,900 in fiscal 1990 and $15,248 in 
fiscal 1991. 

The implementation of an Employee Stock ownership Plan may have a 
material effect on the profitability and tash flows of a business 
enterprise. The effect on profitability and cash flows can, as a 
consequence, directly impact the fair market value of the busi
ness enterprise. The degree of effect depends on how the ESOP is 
funding the annual contribution itself (cash or stock). 

An additional consideration in determining fair market value for 
an ESOP company is how the company is providing for the emerging 
liability created when vested terminated plan participants tender 
Company stock for redemption. 

For detailed discussions of the effect of cash andjor stock 
contributions on earnings, cash flows and book values and of the 
impact of emerging liability treatment on ESOP stock marketabil
ity, see Section II of the November 1987 valuation study prepared 
by Menke & Associates. 

Comparability in Accounting Methods 

The accounting profession allows a number of ~lternative account
ing treatments in areas such as inventory and depreciation 
accounting. Depending upon the particular accounting method 
utilized, reported earnings may differ materially within a given 
year. These accounting treatments, which are permitted under 
Generally Accepted Accounting Principles (GAAP), are usually one
time decisions. Once a company has opted for a particular 
accounting treatment it cannot change between various accounting 
alternatives year after year without good cause. Because of 
these rules, accounting statements for a particular company are 
generally comparable from year to year. This comparability, 
however, may not exist from company to company even if they are 
in the same industry. This is especially true if one is compar
ing a "public" company with a "closely held" company. 

A further discussion of the differences and economic ramifica
tions of public and private Company accounting procedures is also 
found in Section II of the November 1987 valuation study. 

Discounts to Fair Market Value 

The marketability of the company's stock, the control position of 
majority shareholders, and the relationship of these factors to 
the block of stock being valued can also affect the concluded 
value. 

Closely held stock, which lacks marketability, is far less 
attractive than a similar stock with ready access to the public 
marketplace. In valuing a block of stock, Revenue Rulings and 
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court decisions provide a basis for concluding that a discount is 
valid for an absence of marketability if the value base does not 
already reflect the lack of marketability. 

Further, a minority stock interest in a closed corporation is 
usually worth much less than a proportionate share of the entity 
value of all the corporate stock. Discounts can range from 10% 
to 30% or more. When minority interest and lack of marketability 
discounts are both applied, they are sequential. 
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lli. COMPANY AND INDUSTRY 

Angeles Chemical is a resale/distributor primarily of liquid 
industrial chemicals used principally in the coating process. In 
fiscal 1991, sales of solvents were $3.9 million (vs. $4.9 mil
lion in fiscal 1990); packaginq--$892,000 ($556,000); and Bortz-
$3.2 million ($2.7 million). Thus, the decline in lower (gross) 
margin solvent sales for the commercial sector was nearly offset 
by sales increases at Bort~ and packaging or to the higher margin 
consumer/retail market. This anticipated shift to a 50-50 sales 
break-down between consumer and industrial from 60-40 from 
several prior years contributed to the overall gross margin 
improvement in fiscal 1991 to 25.0% from 23.8% in fiscal 1990. 
Bortz, as explained in previous valuation reports, is a packager 
of paint thinners and finishes for the consumer/retail market 
which Anchem acquired in fiscal 1986 to broaden its sales base. 

Since the peak in 1982 at $16.8 million, Company dollar sales 
have dropped over sot.to the $8 million level of fiscal 1990 and 
1991. Physical volume has declined even more because of periodic 
price increases. Dollar sales in fiscal 1991 were down a modest 
2.4% to $7.94 million, the lowest year-to-year drop since the 
sales erosion began in fiscal 1983. Product gallons shipped were 
3,062,000. Prices were increased temporarily to pass along 
higher raw material cost increases during the early phase of the 
fall 1990 Gulf crisis. 

The multi-year sales fall-off reflects the loss of major 
($1 million-plus) accounts as several customers moved out of 
Southern California or changed their supplier source away from 
Southern california. The ever-increasing environmental regula
tions in Greater Los Angeles have created an increasingly expen
sive and difficult operating circumstance for chemical processors 
and distributors and their customers. 

In 1991, Anchem had about 193 active industrial customers and 440 
in the packaging division. All are located in Southern califor
nia. Ellis Paint Company, owned by Robert Berg, an Anchem 
founder and shareholder, is an important customer. 

Anchem's basic raw materials are these organic chemicals--propyl
ene, methanol, toluene, xylene, ethylene glycol, acetone and 
isopropyl alcohol. These are forms of petroleum distillates 
which are purchased from Shell, Union Carbide, Exxon, Celanese 
and Vulkan Materials. The Company has on-site 32 underground 
storage tanks of 5,000 to 20,000 gallons capacity each and four 
above-ground tanks (old railroad tank cars): one of 10,000 
gallons capacity and three of 6,000 gallons each. 

Anchem operates out of administrative offices, packaging and 
storage facilities on a 1.8 acre site in Santa Fe Springs, 
California. The structures and improvements are company-owned, 
while the underlying real estate is owned by a partnership 
comprised of the three founding stockholders--John Locke, Robert 
Berg and Arnold Rosenthal. Mr. Rosenthal is no longer active in 
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the Company. Previous report discussions concerning the sale of 
the underlying real estate to the company by the partnership are 
in limbo necause of contamination issues discussed herein • 

. Anchem rents downtown Los Angeles warehouse space from Robert 
Berg. 

As of the summer of 1991, Anchem had 28 full-time employees 
versus 26 a year earlier •. The Company has increased temporary or 
part-time help reflecting the higher packaging sales. 

Samson Chemical Co. Joint venture 

On March 31, 1991, Anchem entered into a five and a half year 
agreement with Saramco, Inc., dba Samson Chemical co., to operate 
on a joint venture basis for five years beginning October 1, 1991 
after an interim six month trial period which ended on Septem
ber 30, 1991. If the joint venture is still effective on Septem
ber 30, 1996, Samson will ceasa operations and·transfer to Anchem 
its distributor relationships and its business and customer 
accounts. · 

samson was a Torrance, California based chemical distributor 
operating unprofitably on annual sales of $3.5 million or about 
45% of Anchem's size. Under the agreement, Samson President 
Robert Custer and six employees have relocated to Santa Fe 
Springs and the employees have been put on Anchem's payroll. 
Samson transferred its inventory of bulk, bagged and drum chemi
cal products to Anchem's facility. Samson's physical and operat
ing assets were not transferred and are being disposed of. 
Samson retained control of and responsibility for its pre-agree
ment receivables. Anchem purchased common product inventory only 
and is storing at no cost transferred non-common product invento
ry. 

Samson's income, net of any cumulative losses, is shared equally 
by the two companies on a monthly basis. Income is defined as 
samson's sales less: product cost; Samson employee compensation 
and fringes; sales eXpenses; insurance; freight; truck and net 
drum reconditioning expenses. Anchem provides at no cost ware
housing of all products and certain office services such as 
accounting, inventory and business reports. For the month of 
April 1991, the samson income split was $11,665. Mr. custer's 
salary is paid out of the split. 

Under this business combination, Anchem expects to achieve 
economies of scale and broaden its line to include epoxy products 
it did not previously offer. samson President Robert Custer (58) 
brings experience in industrial chemicals and can serve as a 
senior management backup to John Locke. While the immediate 
profit potential to Anchem from this arrangement may not be 
substantial, Anchem has the opportunity to generate a new profit 
source without direct exposure to operating losses and with a 
limited financial risk. During the five-year term, both compa
nies maintain separate operations and customers. 
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The Samson joint venture is Anchem's second business combination 
in five years as the Company seeks to counter its long-term sales 
decline. By limiting risk in the Samson transaction, management 
may be trying to avoid some of the financial exposure experienced 
in the 1986 Bortz acquisition. 

Management and Ownership 

The company senior management as of summer 1991 were: 

Office~; ~ ;roined co. MI.§! 

John Locke Preel.dent, CEO 1971 64 
Robe>:t Berg secretary/Treasurar 1971 59 
Robert; Custer President M s~son Ohamlcal 1990 se 
Tim Mahoney controller 1990 34 

Robert Custer is a chemical engineer, MBA with experience in 
chemical distribution and as such provides important management 
and sales support for John Locke. Mr. Custer is concentrating on 
the industrial market and Mr. Locke on retail and proprietary 
products. 

candy Hutton, a long-time employee, remains operations manager. 

The Board of Directors consists of John Locke, Robert Berg, and 
Arnold Rosenthal. A Company founder, Mr. Rosenthal sold his 
stock to the ESOP in 1984 and had a consultant agreement with 
Anchem until in July 1989 (fiscal 1990). Mr. Berg's primary 
employment is President of Ellis Paint co. 

As of April 30, 1991 there were 40,000 Class A and 14,065 Class B 
common shares outstanding (excluding treasury stock) as follows: 

Holder 

John LockA 
RobQrt Berg 
ESOP 

Total 

Nuplber of Shares 

20,000 A sha>:aa 
20,000 A 11hares 
14.065 B aho.rea 

54,06& AMB shares lOO't 

Class A common stock is voting and Class B is nonvoting. Other
wise, the two classes are equal. A valuation discount for the 
nonvoting Class B stock has not been taken by the prior apprais
ers nor by Bramstedt & Associates since the stock is in an ESOP 
where voting rights are not passed through in any event eKcept 
for major corporate issues. 
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Environmental Issues 

Previous valuation studies have discussed in detail the environ
mental issues and regulations confronting Anchem and chemical 
processors and manufacturing generally in greater Los Angeles. 
Specifically, Anchem must comply with a number of regional 
environmental regulatory agencies. These include the South Coast 
Air Quality Management District, Environmental Protection Agency, 
Water Resources Board, California Highway Patrol (hazardous 
material, permit inspections, etc.), Fire Department of the City 
of santa Fe springs, and others. Anchem has no environmental 
agency actions, citations or violations as of this report date. 

In 1989 Anchem retained an environmental consultant, SCS Engi
neers, to undertake extensive testing for possible soil or 
groundwater pollution at the Santa Fe Springs site in connection 
with its Los Angeles county Water Resources Board underground 
storage tank (UST) operating permit. Subsequent testing by scs 
and Anchem found no serious UST leakage or soil contamination 
except for some possible leaching from an adjacent McKesson 
Chemical clean-up site. 

Thus, as of Summer 1991, Anchem is in general compliance and not 
facing any significant near-term operational or financial con
straints from environmentally related problems. Tank testing 
costs averaged about $22,000 in each of the past two fiscal years 
and may continue near that level in the future. Additional 
groundwater test wells by SCS may be required. Under current 
industry conditions, it is dif,ficult for Anchem to pass these 
costs through; however, the Company is not now facing major 
remedial costs. Nonetheless, by the late 1990s Anchem may have 
to replace its existing USTs. 

The possible incurrence of significant clean-up and remedial 
expenses was a material valuation consideration in fiscal 1989. 
In a broader sense, ongoing environmental encumbrances on 
Anchem•s business and operations are reflected in the valuation 
conclusion at April 30, 1990 and 1991 but not as significantly as 
in 1989. 

For a more detailed discussion and perspective on the environmen
tal circumstances at Anchem, see Menke & Associates' ESOP valua
tion study of september 1989 and Bramstedt & Associates' ESOP 
report of October 1990. 

Th• Industry 

Bramstedt & Associates does not believe there has been any basic 
change in fundamental industry trends and for small independent 
distributors from that discussed in the October 1990 valuation 
report, which see. 

The current business recession in California could be expected to 
have a negative impact on Anchem's sales, but for the first five 
months of fiscal 1992 Anchem's comparative sales are up over 10%. 
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Financial Analysis and Review 

Anchem has provided Bramstedt & Associates with financial state
ments for the fiscal years 1987-1991. These financial statements 
have been thoroughly examined and discussed with management. A 
copy of the company's financial statement for the fiscal year 
ended April 30, 1991, prepared as a compilation by Arthur Buhlman 
& Co., CPAs, is attached as Appendix I. 

The results of our review and analysis of Anchem's financials are 
contained in the exhibits outlined below: 

Exhibit ~ -- Comparative Incowe statement, FY1~87-199l 
Exhibit B -- Comparative Balance Shwete, PYl~S7-l99l 
Exhibit C ~- selacte~ Financial Ratio•, FY1989-l991 

These exhibits are presented at the end of this section of the 
report. The following comments and observations are based upon 
sramstedt & Associates• review and analysis of the Company's 
financial statements. For the one month of fiscal 1991, 
Saramco's operations are not consolidated but are incorporated in 
a one-line (misce1lan~ous) income entry, "income split - Samson." 

Exhibit A contains Anchem's comparative operatinq statement in 
terms of dollars and dollars as a percent of sales for the period 
fiscal 1987-1991. This statement reveals very little change 
year-to-year in Anchem•s financial and operatinq performance. 
Most importantly, and after fallinq steadily by over 50% since 
fiscal 1982, Anchem's sales stabilized at just under $8 million, 
a very modest 2.4% drop from the $8.14 million in fiscal 1990. 
Cost of sales in fiscal 1991 was down $239,000 or 3.8% to just 
under $6 million (75%) from $6.2 million (76.2%) a year earlier. 

Accordingly, gross profit in fiscal 1991 rose 2.3% to $1.98 mil
lion (25.0%) from $1.94 million (23.8%) in fiscal 1990. As 
discussed earlier, a shift in the Company's sales mix in fiscal 
1991 to more consumer/retail favorably impacted gross margins. 
Except for higher oil related product prices during the Fall of 
1990 which were related to the Persian Gulf crisis, Anchem did 
not generally raise its product prices nor did it experience any 
material chanqes in raw material costs. At 25%, qross profit 
marqins were the best since 26.4t in fiscal 1988· 
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Operating expenses fell $92 1 000 or 4.2% to $2.09 million (26.4%) 
from $2.19 million (26.9%) in fiscal 1990.as the Company contin
ues to rachet down its general and administrative costs in 
concert with the longer term sales decline. Most of the operat
ing expense decline in 1991 was achieved through a substantial 
reduction in officers' salaries and lower office, sales and 
direct wages resulting from a lesser average number of employees 
during the year. On the other hand, outside labor expense jumped 
over 40% as the company uses this type of labor in its packaging 
operations, which were running at a higher sales volume. Expense 
categories which showed increases also included worker's comp, 
group insurance, plant expense, professional services (mostly 
higher lawyers• fees), taxes and licenses, and Bortz commissions. 
Depreciation charges on the other hand fell from $195,000 to 
$151,000 and there was also a $13,500 favorable swing in direc
tors• fees. Overall, the company appears to have contained 
discretionary and controllable expenses. 

Slightly higher gross profit and slightly lower operating expens
es led to a reduction in the operating loss to $112,000 in fiscal 
1991 from $248,000 in fiscal 1990. Other income (interest, 
termina1ing charges, etc.) increased to $98,000 from $56,000 in 
fiscal 1990. Interest expense fell to $22,000 in fiscal 1991 
from $47,000 a year earlier. 

As a result, the Company si~nificantly reduced its pre- and post
tax losses to $36 1 000 in fiscal 1991 from a net loss of $239,000 
in fiscal 1990. Thus, Anchem essentially broke even in fiscal 
1991 as it did in fiscal 1988 (its last non-loss year) when sales 
were $1.5 million higher. 
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Exhibit B contains Anchem's comparative balance sheet in terms of 
dollars and dollars as a percent of assets for the period fiscal 
1987-1991. 

Angeles Chemical co, 
Balance sheet Profile 

1\W.l 30, 1991 

latel UaJ:1h1ia • 
8i:o::ltuldllor..:' Eo:;ui. t\1 

This statement shows total assets at April 30, 1991 of $2.7 mil
lion, down insignificantly from a year earlier but off 17.3% or 
$565 1 000 from April 30, 1987 as the Company's business base has 
shrunk. In fact, for book accounting purposes the Company has 
nearly written down its fixed asset account because net fixed 
assets at $249,000 at April 30, 1991 were only 15% of book cost. 
During fiscal 1991 the company made no material capital expen
ditures and in fact sold some operating equipment. 

current assets at $2.44 million at April 30, 1991 now constitute 
a very high 90.4t of total assets as compared with $2.3 million 
(83.3%) at April 30, 1990 and progressively lower ratios retro
spectively over the last several years. cash and liquid invest
ments jumped 39.3% or $134,000 to $475,000 (17.6%) and the 
highest relative and absolute levels since fiscal 1986. Accounts 
receivable were also reduced as they have been progressively, or 
by $158,000 year-to-year or 12.9t to $1.063 million (39.4t). On 
the other hand, inventories jumped 19.4% or $120,000 to $738,000 
(27.3%) reflecting the Samson inventory additions. The inventory 
categories which increased were chemicals and Bortz packaging. 
Prepaid expenses and taxes increased $17,000 to $164,000 (6,1%). 

Current liabilities showed a modest 4.7% drop to $937,000 (34.7%) 
at April 30, 1991. Therefore, there were no major year-to-year 
changes in any of its major components (see Exhibit B) of which 
accounts payable at $749,000 (27.7%) is the largest. Long-term 
liabilities were a very modest $9,000 at April 30, 1991 and 
shareholders' equity was $1.75 million (65.0%), off slightly from 
$1.79 million (64.0%) a year earlier. 
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Exhibit c presents selected financial and operating ratios for 
the fiscal years 1989 through 1991. It shows that Anchem's 
previously solid and liquid balance sheet has qualitatively 
strengthened further during fiscal 1991. Specifically, the 
current and quick ratios jumped to 2.6 and 1.64 times respective
ly at April 30, 1991 from 2.37 and 1.59 times respectively a year 
earlier. 

. ... . ... . ... 
working capital, which is composed primarily of accounts receiv
able and cash and equivalents, rose to $1.50 million. Because of 
this increase on static sales, the sales to working capital ratio 
dropped to 5.3 times from 6.0 times at April 30, 1990. Much of 
this liquidity is excess to the Company's ongoing operating 
business requirements and will not now apparently be needed for 
possible substantial environmental remedial costs as discussed 
earlier in this report. Consequently, the internal funds are 
available conceptually to purchase stock from existing sharehold
ers or the ESOT or to help finance the purchase of the underlying 
Santa Fe Springs real property from the shareholder partnership. 
This transaction was contemplated a few years ago but has been 
deferred because of environmental issues. 

Inventory turns dropped somewhat to 8.1 times during fiscal 1991 
because of the higher inventory on the static sales. Anchem 
continues to record negative returns on equity. Because of the 
operating circumstances and strong balance sheet profile dis
cussed in this section, once again Anchem's source of value for 
equity ownership is found in the balance sheet. For fiscal 1992 
management is forecasting that Anchem's sales ex-Saramco may be 
slightly above fiscal 1991's $8 million and that the Company 
might record a slight profit. 
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Appendix I contains a statement of cash flows for fiscal 1991 
which is summarized and compared to fiscal 1990 as follows: 

Net cash from (uBed): 
Operating activities 
Inve&ting activities 
Financing activities 

Net change in cash 

.rlliQ ill.2.1 
(000) 

s 94 
(90) 
(34) 

$ (30) 

$140 
J 

____li) 
$134 

The net cash provided by operating activities of $140 1 000 in 
fiscal 1991 is principally.composed of depreciation ($151,000), 
a decrease in accounts receivable ($183,000) and an increase in 
customer deposits ($55,000) partially offset by an increase in 
inventory ($120,000), a gain on assets sale ($42,000), and the 
net loss ($36,000), The $3,000 net cash provided by investing 
activities reflects the net of $28,000 advanced to Stallion Tank 
Lines, an affiliated company, and $36,000 of capital expenditures 
as represented by equipment leases offset by $67 1 000 from assets 
sale proceeds. Net cash used in financing activities of $9,000 
is the net draw down on principal loan payments over loan pro
ceeds. Overall, there was a $134,000 increase in cash during 
fiscal 1991. 
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AHCEL!S ca~l~ co. 

bhlbit A 

§iiWJiil:iU1in :t:o~~ ~~&turniD1 l12~7-tn1 
l$000) 

Fll'Ei 4/lOJ U!2~ a~o ua~ ~2U ~2§2 

Net Sale• $7944 lOO.O' $8139 100.()1; $9003 100.0\ $9442 100.0' Z,lD~:i!'l 100.0\ 

Co:5t of sal~& 5960 75.0 6199 76.2 694!;; 77.1 70o40 74.6 ne1 74,0 

Qrou Protit 1963 25.0 l9J~ 23.8 2057 22.9 2402 25.4 2734 26.0 

Oplliilll:"ating E~~1"1BI!B 2095 ~6.4 .2187 26.9 2203 24.5 2497 26.4 2MO 25.1 

OP*.(&t.i,dg Inj;'ome (112) (1.4) 1248) (3.0) (145) (1.6) (95) (!.0) •• .9 

oth•r IneQme •• 1.2 •• • 7 10$ '·' , .. 2.0 " • 7 

Oth1111r !1:xp~nse (lnt) (22) (.3) 147) ( .6) (112) 11-2) (123) (1.3) IBB) ( .8) 

f'.('eta.x In.eome (i.t;;~'IUI) (3S) (.!) (2J9) (2.9) (152) ( 1. 7) (29) (.3) 7> •• 
Pr-ovi,s,lon tor T;ax•• (1) 42 •• 43 •• (12) ( .1) 

Net Incom1111 $...J..U) (.5) $Jll!) (2.9) $.Lll.2l (1.2) $.....JJ .1 l......i.l. .6 
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ANGELES CHeKlCAL CQ. 

Exhibit B 

Q2rnQA~At~V! l!liOOI §ht!l!t: 
l.2.lll=.21 

(000) 

A• ot 4/lOa 1221 ~22g Ul2 aua UIU 
C~.tl'lllnt A•5•t•: 

C•ah and liquid inv•tmnte. $ 475 1"1.6\ $ 341 12.2\ $~71 ~~ ... $ 243 7+9, $ 202 6.2\ 
Accounts r~oe!v$bl• 1063 39.4 1221 43.7 .1139 37.5 1222 39.9 1323 40.5 
.XI'I'II.t'lt;.Qfr"i•• 738 27.3 us 22.1 119 23.7 773 25.3 794 24.3 
P~•p~id •xp.n•••loth•~ ..w 6.1 ..J..U 5.3 ...a.:u a.s ...l.Q.4 6.0 206 6.3 

Total 2440 90.4 2327 83.3 2466 Bl.S 24:11 19.1 2526 17.3 

Fixed Asaate at co•t 1668 l8ll 1&44 1724 1601 
Acc~mulatad Dep~aciatio~ llll.il ( llJi.!l) (J;l.U) !.Ullli .l,!liii 

N•~ rt~~Q h•••t• 249 9.2 465 16.6 . ., 18.2 ... zo.4 733 22.4 

Othu· Anlittlll 12 •• 17 • 5 • •• 
Tot.al Anvh I,UW. 100.0 $lW.I. 100.0 $3038 100.0 $lQ.U 100.0 $~ 100.0 

Cu~.t•nt Li&bilitie&: 
Acco~nt& payable $ 749 2'1. 1 $ '773 2'1.1\ $ 705 23.2\ 4 570 18.6\ $ 609 18.6\ 
Depolilits 56 2.1 80 2.9 lU 3,9 142 4.6 198 s.e 
N(lt• paay•ble B7 3.2 83 3.0 103 3.4 83 2.7 193 5,9 
~¢¢~"•d •~P•n••• ~ 1.6 .Jl 1.7 .Jl l.S ..1.1.§ 3.8 ....l!! 2.1 

Total 937 34.7 983 35.2 975 32.1 U2 29.8 1068 32.7 

Long-~erm Liabilities 9 .3 a .A l1 1.2 13 •• 76 2.3 

ShArehol~e~ ~qutty 1755 65.0 1787 64.0 2026 66.7 2136 69.9 2122 65.0 

Total Liabilities & Equity $l.ZJ1J. 100.0 •.uu 100.0 $!!!lJ! 100.0 $!Q.§,! lOO.O . $3266 100.0 
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ANGELES CHEMICAL CO. 

Exhibit C 

Selected Ratio Analysis 
FY1989-91 

FY 4/301 

Liquidity Ratioa 

current 
(Current Aaseta divided by Current Liabilitiea) 

Quiok 
. (Cash & Accounts Receivable 
divided by Current Liabilitie~) 

working capital ($000) 

sales/Receivables 
(Sales divided by Accounts Receivable) 

saleG/Workinq capital 
(Sales divided by working capital) 

cost of cooda Sold/Inventories 
(Cost of Goods sold diVided by Inventorie•) 

CC'.nferag• Bat;Lee 

EliiT/Intet"est 
(Sarnings before Interest & Tax 
dividad by Interest Expense) 

cash Flow/Maturity LTD 
(Net Income + Depreciation Expan••• 
diVided by CUrrent Portion of Lonq•Term Debt) 

Leverage Ratios 

Debt/WOrth ·'· 
(Total Liabilities divided by Net worth) 

Long-Tarm Liabilities/Worth 
(Liabilities over one year dividad by Nat worth) 

Operating Ratiaa 

Total Aa•et Turnover 
(S&lBs divided by Average Total Aeeets) 

Return on Equity 
(Net Income divided by 
~veraga stockholdero• Equity) 

R~turn on Assets 
(Net Income divided by Average Assets) 

Neg. ~ Negative calculation 
Nom. • Nominal 

SOURCE; company atatemente and Bram8tedt & A•sociat~s. 

J.ill.l. J2tQ l2!l.2. 

2.60 2.37 2.55 

1.64 l.59 l.SS 

1503 1344 1511 

7.47 6.66 7.90 

5.3 6.0 6.0 

8.1 10.0 9.7 

Ke9. Ne9. Keg. 

Neg. 1.05 

0.54 0.56 o.so 

Nom. Nom. 

2.89 2.79 2.95 

(1.3\) (8.2\) (3.6\) 
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IV. VALUATION 

In arriving at a minority interest fair market value determina
tion for Anchem, Bramstedt & Associates has considered the 
relevant factors set forth in Revenue Ruling 59-60 with regard to 
the valuation of closely held companies and in the Department of 
Labor's (DOL) proposed regulations on "Adequate Consideration" as 
they relate to the valuation of securities for Employee Stock 
Ownership Plan purposes. The following comments represent our 
findings with regard to those specific factors outlined in Reve
nue Ruling 59-60 and the DOL's proposed regulations on "Adequate 
Consideration" as they pertain to the valuation of Anche:m. The 
following references to Revenue Ruling 59-60 implicitly include 
the DOL's proposed regulations. 

Book Y:al!.l'l! 

Revenue Ruling 59-60 states that tne appraiser should consider 
book value when valuing a closely held company. Anchem's stated 
book value was $1,754 1 934 or $32.46 a share as of April 30 1 1991. 

Normally, book value or adjusted book value is not afforded much 
weight or consideration in the valuation of. an operating company 
such as Anchem. Such type companies are normally valued on 
earnings and/or cash flow capacity. Because of depressed operat
ing results, the appraiser chose to use book value as fair market 
value for ESOP purposes as of April 30, 1987 and used it as a 
valuation reference as of April 30 1 1988, 1989, 1990 and 1991. 

oivig~Dd History. capacity And Probability 

Revenue Ruling 59-60 suggests that the appraiser consider divi
dends and dividend paying capacity in valuing closely held 
securities. 

The company has not paid any dividends on its common stock and 
has no intention of changing this policy at this time. This 
policy is quite appropriate for a small, private company which is 
owned by shareholders who neither rely upon nor expect dividend 
income. 

Normally, earnings reinvested in the growth of a company can 
be expected to earn at a greater return than dividend income 
invested in other investment opportunities with similar risks 
and prospects. Consequently, shareholders will ultimately 
benefit from the current policy to reinvest earnings in the 
Company's growth rather than to pay cash dividends. 

The capacity to declare and pay cash dividends is a positive 
consideration. The decision not to pay dividends is not a 
negative consideration. 
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Comparable Comeanies--Publigly Traded 

Revenue Ruling 59-60 suggests that the appraiser consider the 
market price of stocks of corporations engaged in the same or a 
similar line of business having their stock actively traded in a 
free and open market or over the counter. Bramstedt & Associates 
has made an exhaustive search for comparable public companies 
which can be deemed to be similar to Anchem. No single company 
proved to be a worthy publicly traded comparable. Public compa
nies are generally much larger and more diverse both geogra
phically and in business operations. 

Univar Corp., a public company, is the largest U.s. chemical 
distributor with fiscal 1991 revenues of $1.4 billion. Van Water 
& Rogers, a Univar division, is a direct Anchem competitor. 
Univar's net income per share was $1.10 and cash flow (net income 
plus depreciation) was $1.73 for the fiscal year ended Febru-
ary 28, 1991. Univar's current ratio as of that date was 1.4:1; 
debt to equity was 0.9:1 and book value was $8.42 per share. 
Return on sales and equity were 1.4% and 14.8% respectively. As 
of April 30, 1991, Univar common was trading at $13-5/8 or 1.6X 
book value, 12.4X earnings, 7,9X cash flow and 19% of revenues. 
univar•s market capitalization rates may be broadly referenced 
although Univar is a substantially larger and much more geograph
ic, customer and product diverse company. 

Cash Flow and Earnings Capacity 

Early ESOP valuations by Charles Stark, PC, appear to rely on 
conclusions derived from capitalizing five-year average of net 
income, aftertax cash flow and pretax available cash flow, among 
other methods. Aftertax cash flow is net income plus deprecia
tion. Available cash flow before taxes is pretax income plus 
profit sharefESOP contribution plus depreciation. Depreciation 
in fiscal 1991 and 1990 was $151,000 and $194,000 respectively. 
Anchem's earnings and cash flow as just defined for fiscal 1991, 
1990 and 1989 are shown below: 

Period 

Fl991 
Fl990 
Pl989 

Net Income 

$(36,000) 
(239,000) 
(110,000) 

Caab Plow 
Ayailable After Tax 

,131,120 
(31,000) 
69,000 

~115,000 
(45,000) 
101,000 

In the stark valuation studies, three and five year averages of 
these profit measures were calculated and capitalized to derive 
fair market value. Because of the erosion of the Company's 
earning power, the application of this methodology has not been 
used recently although in fiscal 1991 cash flow turned slightly 
positive. 
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Valyation 

Because of insufficient demonstrable earning power and thin cash 
flow prospects, Bramstedt & Associates and the appraiser once 
again must look to the balance sheet for valuation purposes as in 
fiscal 1990 when we employed an adjusted book value approach. 

Generally, capitali~ation of income and cash flow streams is the 
appropriate methodology for determining the equity fair market 
value of an operating company such as Anchem. The decision to 
utili~e adjusted book value is based on the factors discussed and 
the appraiser's experience and knowledge in deriving equity 
values of closely held companies. 

At April 30, 1991, Anchem's stated book value was $1,754,934 and 
working capital was $1,503,000. Since Anchem has no long-term 
debt, this working capital basically accrues to the equity 
holders. (Cash and cash equivalents and receivables alone total 
$1.54 million. Following the valuation methodology used in 
recent valuation studies and using a 5t asset liquidation dis
count, and a lOt discount for restricted marketability, produces 
an indicated fair market value of $1,500,468, or equal to working 
capital. 

Adjusted Book Value Method 
An991ep Chemical CO• 

April 30. 1991 

stated Book Value 
Less Liquidation Diacount (5\) 

Subtotal 
Less Marketability Discount (10\) 

Indicat&d Pair Market value 

$1,754,934 

87.742 

1,667,187 

166.719 

$1,500,468 

Since the product of the adjusted book value methodology effec
tively accords no value to the Company's fixed assets and to 
business goodwill as a going concern, the appraiser believes this 
methodology understates the fair market value of the equity 
ownership of Anchem. 

In order to incorporate the economic worth of fixed assets and 
goodwill, BramGtedt & Associates has marked up the Company's 
working capital of $1,503,000 by lOt or $150,300 to produce an 
indicated fair market value for ESOP purposes of the equity 
ownership of Anchem as of April 30, 1991 of $1,653,300 or $30.60 
a share (rounded) on 54,065 shares outstanding. This working 
capital premium·is consistent with that of the three prior years 
(see page 2). 

As of the ESOP plan year which began May 1, 1987, the ESOP 
Administration Committee changed its policy on paying terminating 
plan participants in a lump sum to paying participants terminated 
for reasons other than retirement at age 65 in five annual cash 
pay-outs commencing on the first anniversary of termination. 
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Terminated plan participants sell 20% of their stock in each of 
five years at the fair market value applicable for each year. 
Accordingly, the above derived value reflects a discount of 10% 
or the same as applied at April 30, 1990. This marketability 
discount conceptually reflects the time value of money under the 
deferred pay-out program now in effect. (Technically, the 
Company has sufficient cash to buy out the ESOP stock ownership 
which has an aggregate value of $430,000 on April 30, 1991). 

Recent Stock Sale and Valuation 

Revenue Ruling 59-60 suggests that arm's-length sales to knowl
edgeable unrelated third parties in the recent past would be a 
basis for valuation. 

There have been no such recent transactions. 
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V. CONCLUSIONS 

Based on our experience and general knowledge in determining the 
value of closely held companies and upon the consideration of all 
factors previously discussed, Bramstedt & Associates is of the 
opinion that the fair market value of the outstanding common 
stock of Angeles Chemical Co. for ESOT purposes is $1,653,300 or 
$30.60 per share as of April 30, 1991 on 54,065 Class A and B 
shares outstanding. This valuation is based on an adjusted book 
value approach. 

Specific positive factors concerning Anchem were its still solid 
and long-term debt free balance sheet; best cash position since 
1986; a sales and operational stabilization; determination that 
the Company does not have a material environmental economic 
exposure; and potential profit and other benefits from the 
Saramco affiliation. 

Unfavorable factors were eight consecutive years of sales and 
profit decline; losses in fiscal 1989, 1990 and 1991; negative 
returns on capital and equity; and the hostile operating environ
ment for small chemical processors in heavily populated urban 
areas such as Los Angeles. 

It is important to point out that this evaluation is specifically 
intended to establish a per-share fair market value for shares to. 
be issued or sold to the ESOT. This report does not specifically 
address the evaluation of the Company as an entity. The value of 
the Company as a whole, with the attendant rights to control the 
direction and growth of the company, to influence or control 
compensation and dividends, to change the management, to acquire 
other companies andfor business operations, to buy companies or 
new product lines, or to sell or merge the Company, may be 
greater than the total value implied by this evaluation. 

On the other hand, the value of minority interest shares held 
outside of an ESOT would probably be less than the value deter
mined in this report. An ESOT _with a "put" option obligating the 
Trust to repurchase the shares held by participants provides a 
valid market for such stock. Minority interest shares held 
outside of the ESOT would by necessity be discounted by more than 
10% taken here for their greater inherent lack of marketability. 

This valuation is as of April Jo, 1991; and, since it is based 
upon recent financial statements, it should be valid for the near 
future. However, it is imperative to recognize that the dynamics 
of the industries served and general economic conditions can 
change and invalidate this evaluation. Federal regulations 
require that the Company's common stock be reevaluated at least 
annually for ESOT purposes. 
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ARCHER, aOLMAHN & CO. 
626 SOOTH LAKE AVENUE 

PASADENA, CALIFORNIA 91ltib 

TO THE BOARD OF DIRECTORS 
ANGELES CHEMICAL COMPANY, INCORPORATED 

WE HAVE COMPILED THE ACCOMPANYING BALANCE SHEET OF ANGELES 
CHEMICAL COMPANY, INCORPORATED AS OF APRlJ;, 30 1 1991 AND 'l'HE 
RELATED STATEMJ!:NTS OF INCOME AND CASH FLOWS FOR THE YEAR THEN 
ENDED, IN ACCORDANCE WITH STANDARDS ESTABLISHED BY THE AMERICAN 
INSTITUTE OF cERTIFIED PUBLIC ACCOUNTANTS. 

A COMPILATION IS LIMITED TO PRESENTING IN THE FORM OF 
FINANCIAL STATEMENTS INFORMATION THAT IS THE REPRESENTATION OF 

) MANAGEMENT. WE HAVE NOT AUDITED OR PERFORMED A REVIEW SERVICE ON 
THE AccOMPANYING FINANCIAL STATEMENTS, AND ACCORDINGLY, DO NOT. 
EXPRESS AN OPINION OR ANY OTHER FORM OF ASSURANCE ON THEM. 

MANAGEMENT HAS ELECTED TO OMIT SUBSTANTIALLY ALL. OF THE 
DISCLOSURES REQUIRED BY GENERALLY AcCEPTED ACCOUNTING PRlNciPLES. 

) IF THE OMITTED DISCLOSURES WERE INCLUDED IN THE FINANCIAL 
STATEMENTS, THEY MIGHT INFLUENCE THE USER'S CONCLUSIONS ABOUT THE 
COMPANY'S FINANCIAL POSITION, RESULTS OF OPERATIONS, AND CASH 
FLOWS. ACCORDINGLY, THESE FINANCIAL STATEMENTS ARE NOT DESIGNED 
FOR THOSE· WHO ARE NOT INFORMED ABOUT SUCH MATTERS. 

CERTIFIED PUBLIC ACCOUNTANTS 
) 

/ 

SEPTEMBER 26, 1991 

) 

) 
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) 

) 

) 

ANGELES CHEMI~L COMPANY, INCORPORATED 
BALANCE SHEET 

UNAUDITED 
APRIL 30, 1991 

A S S E T S 

CURRENT ASSETS 
PETTY CASH 
CASH IN BANK 
CASH IN BANK - PAYROLL 
CASH IN BANK -BORTZ 
CASH IN BANK - WHITTIER CREO 
CASH IN MONEY MARKET 
ACCOUN'l'S RECEIVABLE 
ALLOW. FOR DOUBTFUL ACCTS. 

NET ACCOUNTS RECEIVABLE 
ACCTS. REC. - STALLION 
ACCTS. REC. - OTHER NON-OPERATING 
ACCTS. REC. - SAMSON 
EMPLOYEE ADVANCES 
INVENTORY - CHEMICALS 
INVENTORY -PACKAGING 
INVENTORY -PKG.-BORTZ 
INVENTORY -GASOLINE 
PREPAID INTEREST 
PREPAID PROPERTY TAX 
PREPAID INSURANCE 
PREPAID AUTO·INSURANCE 
PREPAID PACKAGING 

TOTAL CURRENT ASSETS 

FIXED ASSETS 
OFFICE 'l'RAILER 
TRUCKS & AUTOS 
TANl\'S & PLANT EQUIPMENT 
FURNITURE & FIXTURES 
PLANT 
DRUMS 

TOTAL FIXED ASSETS 

LESS; ACCUMULATED DEPRECIATION 

NET FIXED ASSETS 

OTHER ASSETS 
INVESTMENT IN SAMSON 

TOTAL OTHER ASSETS 

TOTAL ASSETS 

856,937.66 
(8,393.47) 

97,811.43 
219,335.36 
688,255.48 
207,061.21 
351,75!5.97 
104,148.00 

1,668,367.45 

(1,419,529.91) 

11,684.80 

$ 2,751.90 
407,159.50 

449.81 
52,864.65 

523.29 
10,946.01 

848,544.19. 
86,673.83 
43,632.45 
84,669.22 

3,575.00 
388,369.03 
72,611.66 

266,973.81 
10,345.84 

5,916.55 
1,880.63 

131,743.71 
475.00 

20,030.41 

2,440,136.49 

248,837.54 

11,684.80 

$ 2,700,658.83 
==~==1'11-=rx;;u;;== 

SEE ACCOUNTANTS• COMPILATION REPORT 
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) 

) 

) 

J 

) 

ANGELES CHEMICAL COMPANY, INCORPORATED 
BALANCE SHEET 

UNAUDITED 
APRIL 30, 19!11 

LIABILITIES AND STOCKHOLDERS' EQUITY 

CURRENT LIABILITIES 
NOTES PAYABLE $ 87,515.32 

749,175.68 
9,527.52 

15,050.69 
11,323.07 
1,589.54 
4,528.45 

134,762.50 

ACCOUNTS PAYABLE 
OTHER ACCRUED LIABILITIES 
ACCRUED PAYROLL 
ACCRUED COMMISSIONS 
ACCRUED WORKMANS COMP.INS. 
SALES TAX PAYABLE 
DRUM DEPOSITS 
DRUM DEPOSITS - RECEIVED 
EMPLOYEE BENEFIT & WELFARE 
OTHER NON-OPERATING LIABILITIES 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
NOTE PAYABLE 

TOTAL LIABILITIES 

STOCKHOLDERS' EQUITY 
COMMON STOCI< - $.10 P,AR VALUE, . 

1,000,000 SHS. AUTHORIZED, 

(78,556.36) 
(51. 62) 

1,785.00 

54, 065 SHS. IS.SUED & OUTSTANDING 
PAID IN CAPITAL 
RETAINED EARNINGS - BEGINNING 
REFUND OF PRIOR YEAR TAX 
NET INCOME OR (LOSS) 

RETAINED EARNINGS " . 

TOTAL STOCKHOLDERs' EQUITY 

$ 1,675,472.64 
4,643.00 

(36,312.29) 
--------------

936,649.79 

9,075.39 

945,725.18 

5,406.50 
105,723.80 

1,643,803.35 

1,754,933.65 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 2,700,658.83 

SEE ACCOUNTANTS' COMPILATION REPORT 
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) 

) 

ANGSLES CHEMICAL COMPANY, INCORPORATgD 
STATEMENT OF INCOME 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1991 

YEAR TO DATE 

SALES $ 7,943,899.06 
COST OF SALES 5,960,428.36 

--------------GROSS PROFIT 1,983,470.70 

--------------OPERATING EXPENSES 
ADMINISTRATIVE SALARIES 82,851.95 
OFFICE WAGES 49,949.27 
SALES WAGES 76,341.07 
DIRECT WAGES 274,257.48 
INDIRECT WAGES 27,242.07 
PAYROLL TAXES 44,298.81 
WOR»>ANS COMP. INSURANCE 41,684.01 
GROUP INSURANCE 93,255.01 
OUTSIDE LABOR 104,786.13 
ADVERTISING 16,271.51 
AUTO & TRAVEL 44,315.32 
BAD DEBTS 5,917.06 
COMPUTER EXPENSE 9,613.22 
DIRECTORS FEES (4,500.00) 
DRUM MAINTENANCE 110,598.85 
DUES & SUBSCRIPTIONS 5,435.12 
EMPLOYEE WELFARE 8,614.00 
EQUIPMENT RENTAL 1,956.75 
FREIGHT-IN 75,610.14 
FREIQHT OUT 33,371.79 
CASUA~Y INSURANCE 89,671.95 
LAB EXPENSE 4,653.48 
MISCELLANEOUS 2.43 
OFFICE SUPPLIES 9,748.04 
PRINTING PREP. EXPENSE 18,542.58 
PLANT EXPENSE 7"3,122.13 
POSTAGE 5,505.72 
PROFESSIONAL SERVICES 67,630.75 
PROFIT SHARING EXPENSE 15,248.24 
RENT 137,400.00 
REPAIRS & MAINTENANCE 32,534.35 
SALES PROM. TRAVEL 14,216.99 
BUSINESS PROMOTION 20,552.24 
TANK TESTING EXPENSE 22,820.94 
TAXES & LICENSES 30,479.24 
TELEPHONE 23,071.80 
TRUCK EXPENSE 136,939.25 
UTILITIES 18,016.78 
COMMISSIONS -BORTZ 121,848.18 
DEPRECIATION 151,393.8) 

--------------TOTAL OPERATING EXPENSES $ 2,095,258.39 

--------------
SEE ACCOUNTANTS• COMPILATION REPORT 

% 

100.00 
75.03 

-------
24.97 -------
1.04 
0.63 
0.96 
3.45 
0.34 
0.56 
0.52 
1.17 
1.32 
0.20 
0.56 
·o.o7 
0.12 

(0. 06) 
1-39 
0.07 
o.u 
0.02 
0.95 
0.42 
1.13 
0.06 
o.oo 
0.12 
0.23 
0.92 
0.07 
0.85 
0.19 
1.73 
0.41 
0.18 
0.26 
0.29 
0.38 
0.29 
1.72 
0.23 
1.53 
1. !11 -------

26.38 
-------

BR000889 



) 

) 

') 

·, 

) 

ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF INCOME 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1991 

OPERATING LOSS 

OTHER INCOME OR (EXPENSE) 
DISCOUNTS EARNED 
DEMURRAGE 
INTEREST INCOME 
INCOME SPLIT-SAMSON 
SALl\lly REIMBt.JRSEMENT 
MISCELLANEOUS INCOME 
PAILS 
TERMINALING CHARGES 
INTEREST EXPENSE 
GAIN (LOSS)-SALE OF ASSETS 

TOTAL OTHER INCOME (EXPENSE) 

LOSS BEFORE INCOME TAXES 

PROVISION FOR INCOME TAXES 

NET LOSS 

YEAR TO DATE 

$ (111,787.68) 

--------------
168.71 

75.00 
18,879.12 

·11,684.80 
319.04 
10.01 

1,035.09 
23,961.92 

(22,038.61) 
42,280.31 

--------------76,275.39 

--------------
(35,512.29) 

(800.00) 

--------------
$ (36,312.29) 
-~=i!l;;!i==== 

SEE ACCOUNTANTS 1 COMPIL!I.TION REPORT 

(1. 41) 
-------

0.00 
o.oo 
0.24 
0.15 
o.oo 
0,00 
0.01 
0.30 

(0.28) 
0.53 -------
0.96 -------

(0.45) 

(0.01) -------
(0.46) -----
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ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF INCOME DETAIL 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1991 

::r:::EAB :£0 DA:t:E 

SOLVENTS -SALES $ 3,867,170.99 
RETURNS & ALLOWANCES (7,332.45) 

--------------TOTAL SALES 3,859,838.54 
COST OF SALES 3,231,667.52 

--------------GROSS PROFIT 628,171.02 

--------------
PACKAGING -SALES 903,942.16 
RETURNS & ALLOWANCES (11, 638.00) 

--------------TOTAL SALES 892,304.16 
COST OF SALES 728,450.92 

--------------GROSS PROFIT 163,853.24 

--------------
BORTZ -SALES 3,209,916.99 
RETURNS & ALLOWANCES (15,158.13) 
SALES DISCOUNTS (3,002.50) 

--------------TOTAL SALES 3,191,756.36 
COST OF SALES 2,000,309.92 

--------------GROSS PROFIT 1,191,446.44 

--------------
TOTAL GROSS PROFIT $ 1,983,470.70 - __ ,. 

,. 

SEE ACCOUNTANTS' COMPILATION REPORT 

~ 

100.19 
(0.19) -------

100.00 
83.73 -------
16.27 -------

101.30 
(1.30) -------

100.00 
81.64 -------
18.36 -------

100.57 
(0.47) 
( 0. 09) -------

100.00 
62.67 -------
37.33 -------
24,97 

======= 
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ANGELSS CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF CASH FLOWS 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1991 

CASH FLOWS FROM OPERATING ACTIVITIES: 

NET LOSS 

ADJUSTMENTS TO RECONCILE NET LOSS TO 
NET CASH FLOWS FROM OPERATING ACTIVITIES: 

DEPRECIATION $ 151,383.83 
EQUITY IN INCOME OF AFFILIATE (11,684.80) 
(GAIN) LOSS,ON SALE OF ASSETS (42,280.31) 
REFUND OF PRIOR YEAR TAX II, 643. 00 
CHANGE IN ASSETS AND LIABILITIES 

DECREASE IN ACCOUNTS RECEIVABLE 
INCREASE IN INVENTORY 
INCREASE IN PREPAID EXPENSES 
DECREASE IN ACCOUNTS PAYABLE 
DECREASE IN ACCRUED EXPENSES 
INCREASE IN CUSTOMER DEPOSITS 

TOTAL ADJUSTMENTS 

183,071.54 
(120,435.39) 

(14, 780.85) 
(23' 928. 90) 

(4,638.38) 
54,762.50 

--------------

NET CASH PROVIDED BY OPERATING ACTIVITIES 

CASH ~LOWS FROM INVESTING ACTIVITIES; 

LOANS ADVANCED 
COLLECTION OF LOAN ADVANCES 
CAPITAL EXPENDITURES 
PROCEEDS FROM SALE OF ASSETS 

(116,999.00) 
88,994.92 

(36,576.86) 
67,447.31 

--------------
NET CASH PROVIDED BY INVESTING ACTIVITIES 

I QASB PLOWS PROM PI~OING ACTIVITIES: 

\ 

) 

PROCEEDS FROM LOANS 
PRINCIPAL PAYMENTS ON LOANS 

128,145.20 
(137 ,240.44) 

--------------
NET CASH USED BY FINANCING ACTIVITIES 

NET INCREASE IN CASH 

CASH AT BEGINNING OF PERIOD 

CASH AT END 0~ PERIOD 

SEE ACCOUNTANTS' COMPILATION REPORT 

$ (36, 3l2. 29) 

176,112.24 
--------------

139,799.!15 

2,866.37 

(9,095.24) 

--------------
133,571.08 

341,124.08 

$ 474,695.16 
=-=~lll!Oo;;;===== 
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BRAMSTEDT 
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ril'lalrl('~a.l Cons~,.~aiog 

ilus.lne.!L~ Voi"!IUCition$ 

l'inandal An.;.lysi.s 

Qualifications of 
Bramstedt ' Associates, Inc. 

Eric M. Bramstedt, CFA, has over JO years experience in the field 
of financial analysis, equity evaluations, securities analysis and 
investment banking. He has prepared well over 300 business 
valuations on .closely held companies for merger and acquisition, 
gift and estate taxes, Employee Stock ownership Plans (ESOPs), 
incentive stock option plans and others. These valuations have 
covered a broad industry scope of closely held and public companies 
including several Fortune 1000 listings. Mr. Bramstedt possesses 
in-depth knowledge of ESOP functions and valuation throuqh ten years 
of extensive eXperience with three leading ESOP design and valuation 
firms--Menke & Associates, Kelso & Co. and Houlihan, Lokey, Howard 
& zuldn. 

Mr. Bramstedt is an industry specialist in transportation, 
particularly trucking. As such, he has investigated the operations 
and appraised the business values of several hundred motor carriers, 
many of which are located in California. Clients have included 
major domestic and international transportation companies for 
acquisition and investment banking and other applications. 
Mr. Bramstedt is Director of the PCTB consulting Group, a division 
of the Pacific Coast Tariff Bureau of San Francisco. As such, he 
is editor of CAL-TIPS, an annual operating and financial study of 
the California less-than-truckload business. 

Mr. Bramstedt is a Chartered Financial Analyst (CFA) and a member 
of the Institute of Chartered Financial Analysts, the Association 
for Investment Management and Research, the Transportation Research 
Forum, the valuation Roundtable of San Francisco, and the Pacific 
Coast Accountinq and Finance Council. He holds a Bachelor's Degree 
in Economics from Stanford University. He has written articles for 
industry periodicals and made public speaking appearances on 
transportation topics, and has appeared as an expert witness b.efore 
the California Public Utilities Commission. 

l40l Vi.$t:a Del Mar Lane Tiburon, C.A 94920..1208 'r~l415-4.3$-94~8 fax 41:$·4:55·94.38 
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of 
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Prepared by: 
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BRAMSTEDT ASSOCIATES 
FINANCfAl. CO~SULTI:\!G • BUSI:O.:ESS Vr\U.i,•\TIO:-..·s 

October 5, 1990 

CONFIDENTIAL 

Employee Stock Ownership Plan 
Administrative Committee 

Angeles Chemical Co. 
P.O. BOX i1163 
Santa Fe Springs, California 90670 

Attn: Mr. John Locke 

Gentlemen: 

You have requested we establish the fair market value of the 
common stock of Angeles Chemical co. for Employee Stock Ownership 
Trust (ESOT) purposes as of April 30, 1990. 

our evaluation places a fair market value of $1,527,885 on the 
common stock of Angeles Chemical Co. as of April JO, 1990. Based 
on 54,065 A and B common shares outstanding, the value per share 
is $28.25. This evaluation is derived from adjusted book value 
and is discounted for restricted marketability. The valuation 
conclusion was transmitted orally to John Locke on October 3 1 
1990. 

Earnings 
climate. 
stock be 

prospects can change, as can the general economic 
Federal regulations require that the Company's common 

reevaluated at least annually for ESOT purposes. 

very truly yours, 

BRAMSTEDT ASSOCIATES, INC. 

&.....;... ?/?. $:., .. ~ 
Eric M. Bramstedt, CFA 
President 

EMS:ew 
enclosure 

1914 MAR WEST • TIBURON • CALIFORNIA 949ZO 
(415) 435-9438 

BR000896 



TABLE OF CONTENTS 

section Subiect ~ 

I Introduction l. 

II Valuation Process 4 

III Company and Industry 8 

IV Valuation l.S 

v Conclusion 19 

Appendix I Financial statements 
as of April 30, 1990 

Appendix II Qualification of 
Bramstedt Associates, Inc. 

BR000897 



I. INTROQUCTION 

Angeles Chemical Co. ("Anchem" or the "Company") has requested 
Bramstedt Associates, Inc. render its opinion as to the fair 
market value of the Company's common stock in connection with 
transactions involving the company's Employee Stock ownership 
Trust (ESOT). This valuation is based on financial data provided 
us for the five fiscal years ended April 30, 1990 and is derived 
from an adjusted book value methodology. 

In that regard, Bramstedt Associates places a fair market value 
of $1,527,885 or $28.25 per share on the common stock of Anchem 
as of April 30, 1990 based on 54,065 A and B shares outstanding. 

Anchem is a closely held corporation with no present market for 
its common stock. It is. a regional Southern California liquid 
chemical distributor whose products are primarily used in indus
trial and commercial coating applications. Sales in fiscal 1990 
were $8.1 million, having dropped 52t from a peak of $16.8 mil
lion in fiscal 1982. The company lost $239,000 and $110,000 in 
fiscal 1990 and 1989 respectively, its first losses since An
ahem's founding in 1972. Like all chemical processors and 
distributors, Anchem is confronted with significant environmental 
regulations which are affecting its basic business. However, the 
potential soil and underground water contamination problems at 
the Company's plant are not as serious as anticipated a year ago. 

Anchem has a reasonably liquid balance sheet and no long-term 
debt. This factor, the environmental issues, the uninterrupted 
sales decline and the current operating losses are significant 
elements in this appraisal. 

scope of the Valuation Study 

The purpose of this valuation study is to determine the fair 
market value of a minority interest in the common stock of Anchem 
as of April 30, 1990 for transactions involving the Company's 
Employee Stock Ownership Trust. 

In performing this valuation study, a variety of data and assump
tions was used. The financial information on past performance 
was gathered from the financial statements of Anchem as prepared 
by its accounting firm for the past five fiscal years. We have 
included in Appendix I a copy of Anchem's most recent financial 
statement, for the fiscal year ended April 30, 1990. 

Projections of expected future financial performance through 
fiscal 1991 were provided by management. The appraiser has 
visited the Company's facilities in santa Fe Springs, California, 
most recently in June 1990.- Interviews were held with members of 
management and with certain outside sources with regard to the 
chemical dist~ibution industry generally and specifically about 
several important environmental/regulatory issues facing the 
Company. 

-1-
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In ascertaining the value of the Company, published data on 
publicly traded companies were utilized in an effort to find 
comparable companies. There were no companies which were found 
to be directly comparable. 

prior ESOf valuations and Reports 

Anchem•s ESOP was established during fiscal year 1984 as a 
conversion from a profit sharing plan. ESOP valuations for 
fiscal years 1984 1 1985 and 1986 were prepared by Charles B. 
stark, Jr., PC; the fiscal 1987, 1988 and 1989 valuations were 
conducted by Menke & Associates, Inc. The table below illus
trates the aggregate ESOP (minority interest) values relative to 
certain financial criteria for fiscal years 1986-90: 

ESQf ~~l~At~go 1ummarx 
[~~86-1990 

Iii.m~• 
Aggr•gat• f~it!:§:D:t 51! Gross Working 

Jaa I~Qf YllUB §Al!a Asset I l<Ql.! 1.!;:;: P!;:o(J.t ~lgiJ.:tl~ 

4/30/90 $1,527,885 18.8'11 S4.7to 85' 0.79X 1.14X 
4/30/89 1, 635,995 18.2 53.9 81 0.79 1.08 
4/30/88 1,730,000 18.3 56.5 81 0.72 l-15 
4/30/87 2,122,604 20.2 65.0 100 0.78 1.46 
4/30/86 2,600,000 21.4 79.2 127 1.17 1.56 

Per-share values were: $28.25, $30.25 1 $32.00 and $39.25 on 
54,065 Class A and B shares in fiscal 1990, 1989, 1988 and 1987 
respectively; and $48.20 on 54,209 A and B shares in fiscal 1986. 

Menke & Associates' fiscal 1987 (dated November 1989), 1988 
(October 1988) and 1989 (September 1989) valuation reports are 
herein incorporated. Among other information, these reports 
contain a description of the chemical distribution industry; 
Anchem•s history, operating description and management; and the 
valuation methodologies employed. 

J.imitations of this valuation 

In preparing the valuation, Bramstedt Associates relied upon and 
assumed the accuracy and completeness of all financial, statisti
cal and other info~ation provided by Anchem. Bramstedt Associ
ates also considered information based upon other publicly avail
able sources which it believes to be reliable, however eramstedt 
Associates and the appraiser do not guarantee the accuracy and 
completeness of such information and did not independently verify 
the financial statements and other information. The appraiser is 
not aware of material omissions or understatements which would 
affect values contained in this report. The fair market value 
arrived at herein represents the appraiser's considered opinion 
based upon the facts and info~ation presented to him. No legal 
opinion is expressed by this report and its accompanying docu
ments. 

-2-
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This appraisal is intended for the purpose(s) stated herein. Any 
other application by the Company, its shareholders and others may 
not be appropriate. 

Neither the appraiser nor Bramstedt Associates, Inc. has any 
present financial interest in Anchem, and the fee for this 
valuation is not contingent upon the value(s) determined. This 
report was prepared by Bramstedt Associates as a subcontractor to· 
sansome Street Appraisers, Inc. The qualifications of Bramstedt 
Associates to undertake this valuation are summarized in Appen
dix II. 

-3-
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II. VALUATION PROCESS 

The stoek in this valuation has been evaluated based upon: 
(1) the pertinent principles, regulations and guidelines of the 
Internal Revenue Service; (2) analysis of the Co~pany•s financial 
statements; (3) thorough discussions with management; and 
(4) analysis of relevant industry conditions and other factors. 

Definitions 

The following terms will reeur throughout the valuation and 
should be understood by the following definitions, except as 
otherwise noted: 

Fair Martet Value -- The Internal Revenue Service has 
defined "fair market value" in Revenue Ruling 5!1-60, issued 
in March 1!15!1, as: 

• ••• the price at which the property would change hands between 
a willing buyer and a willing seller when tha tormer ia not 
under any compul~ion to buy and the latter ia not under any 
compulsion to sall, both parties having reasonable knowladge 
of relevant facts. Court deciaion• frequently atata, in 
addition, that tha hypothetical buyer and ••ller are aasuroad 
to be abla, aa wall ae willing, to trade and be well informed 
about the property and concerning the market for such prop
erty.• 

This definition is widely accepted and used in courts of law 
and in tax literature and is the most widely used approach 
in valuing closely held securities. It is the basic defini
tion upon which we have relied in determining the fair mar
kat value of the company's stock. Revenue Ruling 59-60 was 
issued for estate valuation purposes, but is not limited to 
that use. It serves as a guide in virtually all valuation 
situations requiring the determination of fair market value. 

£retax and Pre-Contribution Earnings -- Pretax earnings 
refer to earnings or income before federal, state and local 
income taxes. Pre-contribution earnings refer to pretax 
earnings before discretionary employee benefit plan contri
butions. 

~ -- Employee Stock Ownership Plan and ESOI -- Employee 
Stock Ownership Trust refer essentially to the same entity 
and for purposes of this valuation can be considered inter
changeable. 

IRS & DOL Guidelines 

In general, a company whose securities are traded in volume hy 
informed persons in a free and active market has its fair market 
value determined continuously. The prices at which the securi
ties of such a company trade are a reflection of the collective 
opinion of the investing public as to what the future prospects 
of the company are at that point of time, However, when a stock 
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is traded infrequently, or is traded in an erratic market, or is 
closely held, such as in the case ot Anchem, some other measure 
of value must be found. 

The Internal Revenue Code of 1954, Section 2031(b), specifies 
that the value of stocks and securities of corporations not 
listed on an exchange or freely traded " ••• shall be determined by 
taking into consideration, in addition to all other factors, the 
value of stock or securities of corporations engaged in the same 
or a similar line of business which are listed on an exchange.• 

Revenue Ruling !59-60, issued i·n March 19!59 for estate valuation 
purposes and extended to include the determination of fair market 
value of closely held businesses tor income and other tax purpo
ses by Revenue Ruling 6!5-193, further develops a set of eight 
criteria which, while not all-inclusive, are fundamental to the 
appraisal of the fair market value of closely held companies. 

The oepartment of Labor has issued proposed regulations on 
"Adequate consideration" which address valuation issues affecting 
Employee Stock Ownership Plans. These proposed regulations 
endorse Revenue Ruling 59-60 and set forth other factors to be 
considered in valuing securities for ESOT purposes, 

Consequently, this report has considered the following factors: 

History of the Company and Nature of Its Business 

Economic Outlook in General and Condition and Outlook of the 
Industry in Particular 

Book value of the Stock and Financial Condition of the 
Business 

Earnings Capacity of the Company 

Dividend Paying Capacity 

Whether or Not the Enterprise Has Goodwill or Other Intangi
ble Assets 

Sales of stock and Size of the Block of Stock to be Valued 

The Martet Price of Stocks of Corporations Enqaqed in the 
Same or a Similar Line of Business Having Their Stocks 
Actively Traded in a Free and Open Market or over the 
Counter 
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Tbe Effect of ESOP Contributions on Fair Market Value 

Anchem•s ESOP was established in fiscal 1984. The company made 
cash contributions of $9,500 in fiscal 1989 and $13,900 in fiscal 
1990. 

The implementation of an Employee Stock Ownership Plan may have a 
material effect en the profitability and cash flows of a business. 
enterprise. The effect on profitability and cash flows can, as a 
consequence, directly impact the fair market value of the busi
ness enterprise. The degree of effect depends on how the ESOP is 
funding the annual contribution itself (cash or stock). 

An additional consideration in determining fair market value for 
an ESOP company is how the Company is providing for the emerging 
liability created when vested terminated plan participants tender 
Company stock for redamption. 

For detailed discussions of the effect of cash and/or stock 
contributions on earnings, cash flows and book values and of the 
impact of emerging liability treatment on ESOP stock marketabil
ity, see Section II of the November 1987 valuation study prepared 
by Menke & Associates. 

comparability in Accounting ~ethcds 

The accounting profession allows a number of alternative account
ing treatments in areas such as inventory and depreciation 
accounting. Depending upon the particular accounting method 
utilized, reported earnings may differ materially within a given 
year. These accounting treatments, which are permitted under 
Generally Accepted Accounting Principles (GAAP), are usually one
time decisions. once a company has opted for a particular 
accounting treatment it cannot change between various accounting 
alternatives year after year without good cause. Because of 
these rules, accounting statements for a particular company are 
generally comparable from year to year. This comparability, 
however, may not exist from company to company even if they are 
in the same industry. This is especially true if one is compar
ing a "public" company with a "closely held" company. 

A further discussion of the differences and economic ramifica
tions of public and private Company accountinq procedures is also 
found in Section II of the November 1987 valuation study. 

Discounts to Fair Market Valua 

The marketability of the company's stock, the control position of 
majority shareholders, and the relationship of these factors to 
the block of stock being valued can also affect the concluded 
value. 

Closely held stock, which lacks marketability, is far less 
attractive than a similar stock with ready access to the public 
marketplace. In valuing a block of stock, Revenue Rulings and 
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court decisions·provida a basis for concluding that a discount is 
valid for an absence of marketability if the value base does not 
already reflect the lack of marketability. 

Further, a minority stock interest in a closed corporation is 
usually worth much less than a proportionate share of the entity 
value of all the corporate stock, Discounts can ranqe from 10% 
to 30% or more. When minority interest and lack of marketability, 
discounts are both applied, they are sequential. 

-7-
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II!. CQMPAHY AND INDUSTRY 

Angeles Chemical is a resale/distributor primarily of liquid 
industrial chemicals used principally in the coating process. In 
fiscal 1990 sales of solvents were $4.9 million, packaging-
$556,000 and Sortz--$2.7 million. Solvents are for the industri
al markets and packaging and Bortz for the commercial sector, 
maintaining the 60-40 sales ratio of the past several years. 
Bortz and packaging carry about 25% better gross margins than 
solvents. Bortz, as explained in previous valuation reports, is 
a packager of paint thinners and finishes for the consumer/retail 
market which Anchem acquired in fiscal 1986 to broaden its sales 
base. 

Since the peak in 1982 at $16.8 million, company dollar sales 
have dropped over sot to $8.1 million in fiscal 1990. Physical 
volume has declined even more because of periodic price increas
es. Price and cost changes in fiscal 1990 were moderate, at less 
than 2t, however, as dollar sales fell 9.6% and product gallons 
shipped fell 11.1t year-to-year from 1.7 million to 1.5 million 
gallons. The multi-year sales fall-off reflects the loss of 
major ($1 million-plus) accounts as several customers moved out 
of Southern California or changed their supplier source away from 
Southern California. The ever-increasing environmental regula
tions in Greater Los Angeles have created a prohibitively expen
sive and difficult operating circumstance for chemical processors 
and distributors. 

In 1990, Anchem had about 160 active industrial customers and 320 
in the packaging division, off about sot and 25% respectively 
from several years earlier. All are located in Southern Califor
nia. Ellis Paint Company, owned by Robert Berg, an Anchem 
founder and shareholder, is an important customer. 

Anchem's basic raw materials are these organic chemicals--propyl
ene, methanol, toluene, xylene, ethylene glycol, acetone and 
isopropyl alcohol. These are forms of petroleum distillates 
which are purchased from Shell, Chevron, Union Carbide, Exxon, 
Celanese and Vulkan Materials. The Company has on-site 32 
underground storage tanks of s,ooo to 20,000 gallons capacity 
each and three above-ground tanks (old railroad tank cars) of 
2,000 gallons capacity each. 

Anchem operates out of administrative offices, packaging and 
storage facilities on a 1.8 acre site in Santa Fe Springs, 
California. The structures and improvements are Company-owned, 
while the underlying real estate is owned by a partnership 
comprised of the three founding stockholders--John Locke, Robert 
Berg and Arnold Rosenthal. Mr. Rosenthal is no longer active in 
the Company. Previous report discussions concerning the sale of 
the underlying real estate to the Company by the partnership are 
in limbo because of contamination issues discussed herein. 
Anchem is no longer renting downtown Los Angeles warehouse space 
from Robert Berg. The Company may build a warehouse at Santa Fe 
springs. 
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As of the summer of 1990, Anchem had 26 full-time employees 
versus 31 and 34 a year and two years earlier respectively, 
reflecting the downsizing of the Company. The Company has also 
reduced temporary or part-time help. 

Management and ownership 

The company officers as of summer 1990 were: 

offistr 

John Locke 
Robert Berq 

Preddent, C!!O 
secretary/Treasurer 

.Joined co. 

1971 
1971 

6M 

64 

Controller James Froelich left Anchem in early 1990 and has been 
replaced by a part-time consultant, Tim Mahoney. candy Hutton, a 
long time employee, has been operations manager since 1989. 

The Board of Directors consists of John Locke, Robert Berg, and 
Arnold Rosenthal. A company founder, Mr. Rosenthal sold his 
stock to the ESOP in 1984 and had a consultant agreement with 
Anchem at $57,500 per year, the last payment of which was in July 
1989 (fiscal 1990). Mr. Berg's primary employment is President 
of Ellis Paint Co. 

As of April 30, 1990 there were 40,000 Class A and 14,065 Class B 
common shares outstanding (excluding treasury stock) as follows: 

Holder 

John Locke 
Robert Berg 
ESOP 

Total 

Number of Share• 

~o.ooo A shares 
~o,ooo A aharu 
14,065 B snares 

54,065 A&B oharao 

37\ 
37 

...li 

100\ 

Class A common stock is voting and Class B is nonvoting. other
wise, the two classes are equal. A valuation discount for the 
nonvoting Class B stock has not been taken by the prior apprais
ers nor by Bramstedt Associates since the stock is in an ESOP 
where voting rights are not passed through in any event except 
tor major corporate issues. 

Environmental Issues 

The September 1989 Menke valuation study discussed in detail the 
environmental issues and regulations confronting Anchem and 
chemical processors and manufacturing generally in greater Los 
Angeles. specifically, Anchem must comply with a number of 
regional environmental regulatory agencies. These include the 
south coast Air Quality Management District, Environmental 
Protection Agency, Water Resources Board, California Highway 
Patrol (hazardous material, permit inspections, etc.), Fire 
Department 6f the city of santa Fe Springs, and others. - Anchem 
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has no environmental agency actions, citations or violations as 
or this report date. 

One pending regulation would ban the use of charcoal lighter 
fluid and restrict the manufacture of certain paints and solvents 
in the Los Angeles Basin. However, the most imminent issue 
facing Anchem is the possible e~~:istence of surface and under
ground soil and water chemical contamination at the Santa Fe 
Springs site. The pollution question has also impeded the 
property ownership transfer discussed earlier. 

As of September 1989, scs Engineers, Anchem's environmental 
consultant, had just been retained and neither it nor the company 
could then quantify the scope or magnitude of Anchem's possible 
contamination problems, which potentially could have involved 
major investigation, clean-up or remedial costs, AnQhem hae no 
environmental liability insurance nor had any reserves been 
established. 

In the intervening year, scs has completed several core and one 
groundwater well and related analysis. Minor surface contamina
tion was found from run-off. Some chemical contamination was 
detected in the groundwater well which source may be part 
Anchem's and part from a contiguous McKesson plant site. contam
inant levels are low and will not require ell:tensive treatment, 
according to scs. The underground storage tanks were not leak
ing, which will obviate the need for expensive repairs and 
monitors, and the tanks will not now have to be replaced. 

Tha Water Resources Board may require more groundwater test 
walls. The Company conducts regular inventories to monitor for 
tank or pipe leaks. Testing costs (SCS) in fiscal 1990 were 
$21,000 and may be the same in fiscal 1991. 

As of the summer of 1990, Anchem is in compliance and is not 
facing any significant operational or financial constraints from 
environmentally related problems. As contrasted with a year ago, 
there are no major prospective remedial or clean-up costs. For 
the time being, the Company has the financial resources to handle 
the anticipated testing and compliance procedures, Its ability 
to conform at this time with more clearly defined environmental 
obligations is a positive valuation consideration as compared 
with the uncertain situation at the April 30, 1989 valuation 
date. 

Tb@ Industry 

Chemical manufacturing has a real growth rate that is 15' to 20t 
above the GNP and an increasing portion of that is sold through 
chemical distributors. Thus chemical distributor sales are 
growing faster than chemical manufacturing sales as distributors 
increase their market share. 

The chemical distribution business is estimated at $14 billion 
(5\ of total chemicals produced) which is sold by 1,000 distribu-
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tors. The largest of these is Univar Corp. with annual sales of $1.4 billion. The top 50 hold about half of the market with an approximate $6.7 billion of sales shared by 950 companies or a simple average of $7 million per company. The top four distributors are publicly held or divisions of public companies while the small operators are privately owned.. The large companies are generally growing faster than the smaller participants. 

The number of new distributors entering the business is shrinking and smaller companies are leaving the business or are being acquired by large companies. The major reason for this contraction is the mass of federal, state and local regulations on 
environment, health safety, storage, transportation, labeling and worker and public disclosure. Large resources are needed to meet the consequent legal, technical, insurance, and operations requirements. Private company owners' net worth is increasingly at risk. Attempts to exit the business or to sell private company stock, facilities or real estate may be entangled in potential environmental liabilities. Such has been the case at Anchem where the stockholder/founders have been trying to sell the Anchem real property site to the Company for some time. 

(Note - The above industry information is excerpted from Univar Corp.'s 1990 annual report.) 

Financial Analysis and Review 

Anchem has provided Bramstedt Associates with financial statements for the fiscal years 1986-1990, These financial statements have been thoroughly examined and discussed with management. A copy of the Company's financial statement for the fiscal year ended April 30, 1990, prepared as a compilation by Arthur Buhlman & Co., CPAs, is attached as Appendix I. 

The results of our review and analysis of Anchem's financials are contained in the exhibits outlined below: 

Exhibit A -- compa~ative Incoma Statement, FY1986-1990 
Exhibit B -- Comparative Balance She•te, FY1986-1990 Exhibit c -- Selected Financial Ratios, FY1988-1990 

These exhibits are presented at the end of this section of the report. The following comments and observations are based upon Bramstedt Associates' review and analysis of the company's financial statements. 

Exhibit A contains Anchem's comparative operating statement in terms of dollars and dollars as a percent of sales for the period fiscal 1986-1990. Sales in fiscal 1990 dropped 9.6\ or $864,000 to $8.1 million, the lowest since 1978. About half of this drop was in lost charcoal starter sales during the last four months of the fiscal year when Chevron's El Segundo refinery could not ship feedstock because of a fire. Chevron shipments resumed by June 1990. Thus·the real sales decline year-to-year may have been about $400,000 which would equal the smallest dollar annual drop 
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(F1989/88) in eight years of consecutive sales erosion. The 
company shipped 1.5 million gallons of product in 1990, down 11% 
from 1.7 million in 1989, indicating prices may have risen 1.5%. 
originally, management forecast that sales would stabilize at 
$9 million in fiscal 1990 when they may be stabilizing at $8 mil
lion plus, which is management's projection for fiscal 1991. 

Cost of sales fell $746,000 or 10.7% to $6.2 million (76.2% of 
sales) in fiscal 1990 from $6.9 million (77,1%) in fiscal 1989. 
Gross profit was down slightly at $1.9 million in 1990 so gross 
margins rose to 23.8% in 1990 from 22.9% as raw material costs 
were stable. Gross margins in fiscal 1987 and 1988 were around 
26%. Of course, refinery product costs have risen sharply since 
the Iraq invasion of Kuwait in early August 1990 and the Company 
has been able to maintain margins so far bY raising its prices. 
This subsequent circumstance is not an applicable consideration 
for a valuation as of April 30, 1990, however. 

operating expenses were $2.2 million (26.9%) in 1990 or the same 
as in 1989 when they were 24.5% of sales. Administrative sala
ries rose $52,000 in fiscal 1990 as officers took their fiscal 
1989 bonuses in May 1989, the first month of fiscal 1990. No 
bonus was paid in May 1990. Other accounts showing increased 
expenses were sales and direct wages, auto and travel, plant and 
truck expense, tank testing and professional services. The 
latter were mostly for legal costs associated with contamination 
clean-up p~oblems on a site leased by Anchem in the mid-1970s. 
Management believes the Company may be able to recover these 
legal fees from the building's insurance carrier. Anchem will 
experience legal and environmental testing costs again in fiscal 
1991. 

Offsetting lower expenses were experienced in indirect wages, 
outside labor, drum maintenance and freight out. The $118,000 
fall-off in gross profit, combined with flat operating costs 
year-to-year, caused the operating loss in fiscal 1990 to widen 
by $103,000 to $248,000 from $145,000 in fiscal 1989. 

Other income fell to $56,000 (mostly terminaling charges) from 
$105,000 in 1989 when there was a nonrecurring asset sale of 
$42,000. Other expense was lower at $47,000 versus $112,000 in 
fiscal 1989 which included a $46,000 loss on stock sale. Other 
expense in fiscal 1990 includes the last consultant fee payment 
of $38,000 to Arnold Rosenthal. 

The pretax and net loss were both $239,000 in fiscal 1990, about 
double fiscal 1989. The Company has used up its tax loss carry
back and now has an undetermined tax loss carryforward. 

Exbibit B contains Anchern's comparative balance sheet in dollars 
and dollars as a percent of assets for the period fiscal 1986-
1990. 

This statement shows that total assets dropped 8.1% or $246,000 
to $2.79 million at April 30 1 1990 as compared with just over 
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$3 million at April 30, 1989. This is the first time that total 
assets invested in the business have dropped below $3 million 
since 1982. 

The decline occurred in a $160,000 drop in current assets to 
$2.3 million (83.3% of total assets) at April 30, 1990 as com
pared with $2.49 million (81.8\) at" April 30, 1989. Net fixed 
assets year-to-year dropped $87,000 to $465,000 {16.6%). 

The Company remains liquid, with $341,000 in cash and equivalents 
(12.2\) at April 30, 1990 down slightly ~rom year end 1989. 
Accounts receivable were up modestly to $1.2 million (43.7%) 
while inventories declined $101,000 to $618,000 (22.1\) and 
prepaid expenses and other current assets declined $110,000 to 
$147,000 (5.3%). The main decline in inventory occurred in the 
5ortz or commercial packaging product line. 

Current liabilities at $983,000 (35.2\ of total liabilities and 
equity) were essentially the same as at April 30, 1989. Of the 
major components of the current liability accounts, accounts 
payable was up about $70,000 to $773,000 (27.7%) at April 30 1 
1990 from $705,000 (23.2%) a year earlier. Deposits at $80,000 
(2.9%) and notes payable at $83,000 (3.0%) were down somewhat 
from the April 30, 1989 figures. 

Long-term liabilities were a very modest $22,000 (.8%). These 
liabilities and the short-term note payable represent debt 
incurred for the purchase of a diesel tractor and obligations to 
Avco to finance insurance premium prepayments for the fiscal 
year. 

Shareholder equity fell to $1.79 million (64.0%) from just over 
$2 million (66.7%) at April 30, 1989 and was the lowest since 
fiscal 1983. 

Exhibit C presents selected financial and operating ratios for 
the fiscal years 1988 to 1990. Working capital at April 30, 1990 
was $1.34 million, down somewhat from the $1.5 million at the end 
of the prior two fiscal years. consequently, the current ratio, 
while still very strong, at 2.37X also fell moderately from 2.55X 
at April 30, 1989; the quick ratio at 1.59X was unchanged from 
the prior two fiscal year ends. Sales to receivables was 6.66X, 
down from near ax in the prior two fiscal years as Anchem's sales 
continued to decline. On the other hand, sales to working 
capital at 6.0X was exactly that of a year earlier. The compa
ny's inventory turns at lOX at April 30, 1990 were essentially 
unchanged from fiscal 1989. As stated earlier, Anchem essential
ly has no long-term debt. 
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Appendix I contains a statement of cash flows ~or ~iscal 1990 
which is summarized and compared to fiscal 1989 as follows: 

Net ~••h from (used)> 
Op•rating •ctiYities 
Investing activities 
Financing activitiee 

Nat change in cash 

l.12.ll.i l:.lli.Q. 
(000) 

$273 
106 
.JJ.2.l 

$361 

$ 94 
(90) 
ill) 

$(30) 

Cash flows from operating activities of $94,0oo, is composed of 
the $239,000 net loss adjusted for depreciation charges of 
$194,000, a decline in the prepaid expense account of $90,000, an 
increase in accounts payable of $68,000, an increase in customer 
and other deposits of $36,000, and miscellaneous other items 
(which sea). The net cash used in investing activities of 
$90,000 consists of $56,000 for capital expenditures and a net of 
$33 1 000 advanced to Stallion Tank Lines, an affiliated company. 
Net cash used in financing activities of $34,000 is simply the 
net draw-down on principal loan payments over loan proceeds 
during the year. Overall, net cash used in fiscal 1990 was 
$30,000. 

Conditions at Anchem at April 30, 1990 appear to have stabilized 
both environmentally and operationally, Management is ·suggesting 
that fiscal 1991 may replicate 1990 with sales of $8 million-plus 
and a comparatively small loss, The Company's inherent business 
viability, at least on a short to intermediate term basis, is 
preserved by its reasonably liquid and long-term debt free 
balance sheet. 
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ANGELES CHEI(ICIU. CO. 

lxhibit A 

!YQmiHU::!JtJ.l!t.l: ~~c~m~ St4~!~D1• Z:U!Ii ... U2Q 
($000) 

FYE 4/30: l4J90 j982 HHHl ~9§!'7 u~~ 

Net sale!!. $8139 100.0\ $9003 100.0\ $944~ 100.0\ $10521 100.0\ $12129 100.0\ 
Co•t of Sd•• 6199 76.2 6945 77.1 7040 74.6 7?87 1'4.0 not 61.7 
O,.r;on Profit 1939 2.),$ :;!()S7 22d~ 2402 25.4 2734 26.0 2219 u.J 
operating Expenses 2167 26.9 2203 24.5 24!17 26.4 2640 25.1 2136 17.6 

~•tatin9 Incomw (248) (3.0) (145) ( 1· 6) (95) (1.0) u ,g 83 .7 

Other l:ncome 56 ,7 105 1.2 189 2.0 73 .7 180 1·5 
Oth•r lxptn••• (47) (. 6) Cll2l (1.2) (123) (1.3) (88) (.8) (4$) (,4) 

Pretax Income (Loaa) (239) (2.9) (U2) (lJ?) (29) ( .3) 79 •• 215 1.8 
Proviaion tor Taxee 42 .s 43 .s (12) ( .1) (7$) (.6) 

N•t lt\¢¢fll¥ $J.ii.Ul (2.9) S.Lll!!l (1.2) 5-l.i .1 s_.u .6 $-lJ! 1.2 
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~QJLIS CHEMICAL 00. 

Exh!h!t I 

CQMRI'I'iii@D•tsnga ·- lbH!4 

(000) 

ill.' Of 4/30~ Ui!l 12~2 Ull 12§2 J.'illli§ 

Cta::•r:•11t Anet•: 
Cash and liquid invatm~t~. $ 341 12.2' $ 311 12·2' $ 243 1.9:\ $ 202 6,2\ $ 905 27.5\ 
Accounts r•oeivabt• 1221 43.1 1U9 J7.S 1222 39.9 ll2l 40.5 12M 39.2 
lti.'Vii!OtOfO'i•fl' 618 22.;1. 719 23.7 71l u.J 794 24.3 597 l8·2 Prepai4 ex~n•••tother ..ill 5.3 ..ill 8. s _ll! i.D -'lll.l 6.3 ....u2 3.5 

'%'¢till 2327 u.J 2486 81.8 ~421 79.1 2526 77.3 2906 ee.s 
Fixed Assets at cost 1831 1944 1724 1601 1089 
Accumulated Depreciation (J.ll.liil lllnl (llllJ.) .l.!!lil!l J..2.11) Net Fixed A8$Dta 465 16.6 552 U.2 ••• 20.4 ,., .it;2.4 311 11.3 

other Aaaete 17 .s 6 .2 8 

Total Au•t.t s:uu 100.0 I :!!WI 100.0 $306! ).00.0 $UJii 100.0 $JWI.ii 100.0 

CUrrent Liabillti••: 
Account• P*Y*bl• $ 773 27.,. $ 705 23.2' $ $70 l8d$t $ 609 1S.6\ $1119 .34.1\ 
U.p)llllit.• 80 2.9 119 3.9 142 4·• 198 5.6 159 ••• Note ~ylllbliiJ 83 3.0 103 3.4 83 2. 7 !93 5.9 
Accr~vd v~n••• 47 1.7 47 1.5 !16 3.8 68 2.1 49 l-5 Income tax payable 

983 77i 1ii'ii -U!!I (2.6) 
TQtd 35.2 32.1 29.8 32.7 1240 37.7 

L¢n9~T•rm Liabilities 22 .8 37 1.2 13 .4 76 2.3 

Sha~•hOld•t lquity )787 u.o 2026 66.7 2136 69.9 U22 65.0 2046 62.3 

Total Liabili~iea & ~quitt $.ii.:W ~00.0 $1038 lOO.D $1IW. 100.0 $li.ii 100.0 $ll.U 100.0 

SOUAQE~ Cgmpany financial atatementa (unaudit~). 
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~NGELES CHEMIC~ CO. 

Exhibit .c 

selegted Ratig Analysis 
FX1988-90 

FY 4/30• 1990 

Liquidity RatiO& 

Currant 
(Currant A•••te divided 
by Current Lt&bi~ities) 

Quick 
(Caeh & Account• Receiv&ble 
divided by Current Liabilities) 

Working Capital ($000) 

Sal••/Receivablee 
(Salee divided by 
Account• Recaivabla) 

SaleafWorking Capital 
(Sale• divided by 
Working Capital) 

Co•t of Goods sold/Inventoriea 
(Co•t of Goods Sold 
divided by Inventories) 

coverage Ratios 

ICBIT/Interut 
(Earning& before Interest ' Tax 
divided by Interest Expense) 

Cash Flow/Maturity LTD 
(Net Income + oepraciation 
Expenaaa divided by Current 
Portion of Long-Term Qebt) 

2.37 

1.59 

1344 

6.66 

6.0 

10.0 

Neg. 

Neg. 

1988 

2.55 2.65 

1.55 1.61 

l5ll. 1509 

7.90 7.73 

6.0 6.3 

9.7 9.1 

Neq. Neg. 

1.05 2.5 
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Exhibit C: (Cont.) 

;w,ir"i'agg BA:t ~21 

Debt/Worth 
(Total Liabilities 
divided by Net Worth) 

Long~Term Liabilitiee/Worth 
(Liabilities over one year 
divided by Net Worth) 

OOQ'itLD~ BitLga 

P•rc•nt P~ofit befar• Tax•s/ 
Net Worth 

(Pretax Profit divided by 
Aeeet• lass Llabilitiee) 

Total Aaaet Turnover 
(Salsa divided by 
Averag• Tctal Aa•atg) 

Return on Equity 
(Net Income divided by 
Avarag• Stoekholaar•' Equity) 

Return on Assets 
(N8t IncomQ divided by 
Average StockholdQrM' Equity) 

Neg. ~ Negative calculation 
Nom. "' Nominal 

l1Y 4/30: 

SOURCE: Company statements and Br~stedt Associates. 

ll.2..!l 198'1 1.iU 

0-56 0.50 0.43 

Nom. Nom. Nom. 

N"9• Neg. Neg. 

2.79 2.95 2.98 

Neg. Nag~ Nom. 

Neg. Neg. Nom. 
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IV. VALUATIOI:! 

In arriving at a minority interest fair market value determina
tion for Anchem, Bramstedt Associates has considered the relevant 
factors set forth in Revenue Ruling 59-60 with regard to the 
valuation of closely held companies and in the Department of 
Labor's (DOL) proposed regulations on "Adequate Consideration" as 
they relate to the valuation of securities for Employee stock 
OWnership Plan purposes. The following comments represent our 
findings with regard to those specific factors outlined in Reve
nue Ruling- 59-60 and the DOL's proposed regulations on "Adequate 
Consideration" as they pertain to the valuation of Anchem. The 
following references to Revenue Ruling 59-60 implicitly include 
the DOL's proposed regulations. 

Book Value 

Revenue Ruling 59-60 states that the appraiser should consider 
book value when valuing a closely held company. Anchem's stated 
book value was $1,786,603 or $33.04 a share as of April 30, 1990. 

Normally, book value or adjusted book value is not afforded much 
weight or consideration in the valuation of an operating company 
such as Anchem. Such type companies are normally valued on 
earnings and/or cash flow capacity. Because of depressed operat
ing results, the appraiser chose to use book value as fair market 
value for ESOP purposes as of April 30, 1987 and used it as a 
valuation reference as of April 30, 1988, 1989 and 1990. 

Dividend History. Capacity and ProbabilitY 

Revenue Ruling 59-60. suggests that the appraiser consider divi
dends and dividend paying capacity in valuing closely held 
securities. 

The Company has not paid any dividends on its common stock and 
has no intention of changing this policy at this time. This 
policy is quite appropriate for a small, private company which is 
owned by shareholders who neither rely upon nor expect dividend 
income. 

Normally, earnings reinvested in the growth of a company can 
be expected to earn at a greater return than dividend income 
invested in other investment opportunities with similar risks 
and prospects. Consequently, shareholders will ultimately 
benefit from the current policy to reinvest earnings in the 
company's growth rather than to pay cash dividends. 

The capacity to declare and pay cash dividends is a positive 
consideration. The decision not to pay diVidends is not a 
negative consideration. 
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Comparable Companies--Publicly Traded 

Revenue Ruling 59-60 suggests that the appraiser consider the 
market price of stocks of corporations engaged in the same or a 
similar line of business having their stock actively traded in a 
free and open market or over the counter. Bramstedt Associates 
has made an exhaustive search for comparable public companies 
which can be deemed to be similar to Anchem. No single company 
proved to be a worthy publicly traded comparable. Public compa
nies are generally much larger and more diverse both geogra
phically and in business operations. 

Univar Corp., a public company, is the largest u.s. chemical 
distributor with fiscal 1989 revenues of $1.38 billion. van 
Water & Rogers, a Univar division, is a direct Anchem competitor. 
In fiscal 1990 Univar spent $4.9 million on certain environmental 
elective actions and has reserves of $6.9 million for estimated 
remedial and other related costs. Univar•s net income per share 
was $1.22 and ca$h !low (net income plus depreciation) was $2.03 
for the fiscal year ended February 28, 1990. Univar's current 
ratio as of that date was 1.35:1; debt to equity was 0.9:1 and 
book value was $7.53 per share. Return on sales and equity were 
1.6% and 16.3\ respectively. As of April 30, 1990, univar co~on 
was trading at $13-3/4 or 1.sx book value, ll.JX earnings, 6.8X 
cash flow and 18' of revenues. 

Normally, Bram$tedt Associates would select a capitalization rate 
or Price/Earnings ratio by reference to P/E ratios for market 
indices such as the Dow Jones Industrials, standard & Poor's 400 
and Moody's Chemical Industry composite. Since a capitalization 
of earnings methodology is not now being employed, such a refer
ence is not appropriate. Univar's market capitalization rates 
may be broadly referenced although Univar is a substantially 
larger and much more geographic, customer and product diverse 
company. 

Cash Floy and Earnings capacity 

The prior ESOP valuations by Charles Stark, PC, appear to rely on 
conclusions derived from capitalizing five-year average of net 
income, aftertax cash flow and pretax available cash flow, among 
other methods. Aftertax cash flow is net income plus deprecia
tion. Available cash flow before taxes is p~etax income plus 
profit share/ESOP contribution plus depreciation. Depreciation 
in .fiscal 1990 and 1989 was $194,000 and $211,000 respectively. 
Anchem's earnings and cash flow as just defined for fiscal 1990 
ana 1989 are shown below: 

~ 

FYl990 
Fn9S9 

Net IQ~il!l1~ 

($239,000) 
(110,000) 

Cawh flow 
Aypilabl• After T&! 

(~31.000) 
69,000 

($ 45,000) 
101,000 

Note; Figur8s hAve been rounded. 
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In earlier valuation studies, three and five year averages of 
these profit measures were calculated and capitalized to derive 
fair mark.et value. Because of the erosion of the company's 
earning power, the application of this methodology has not been 
used recently. In fiscal 1990 income and casb flow all were 
negative for the first time. 

Valuation 

Because of insufficient demonstrable earning power and thin cash 
flow prospects, Bramstedt Associates and the appraiser once again 
must look to the balance sheet for valuation purposes as in 
fiscal 1969 when we employed an adjusted book value approach. 

Generally, capitalization of income and cash flow streams is the 
appropriate methodology for determining the equity fair market 
value of an operating company such as Anchem. The decision to 
utilize adjusted book value is based on the factors discussed and 
the appraiser's experience and knowledge in deriving equity 
values of closely held companies. 

For the instant valuation, the appraiser believes the stated book 
value of $1,787,000 should be discounted 5% or $89,350 to reflect 
the opinion that fixed assets and inventory would be liquidated 
at below book or carrying value. 

since management has not provided Bramstedt As$OCiates with 
specific current estimates of plant and equipment market value, 
the appraiser's 5% discount to an adjusted value of $1,697,650 is 
somewhat judgmental. At the valuation date, Anchem was essen
tially long-term debt free and working capital was $1.34 million. 

Subtracting working capital of $1.34 million from the adjusted 
book value suggests the plant and equipment may be worth in an 
orderly liquidation $353,650 versus a book cost of $465,000. 
Part of this figure cculd represent business goodwill and going 
concern value although economic worth of these elements, which 
Bramstedt Associates has not attempted to otherwise quantify, is 
shrinking as the Company loses customers and sales. 

As of the ESOP plan year which began May 1, 1987, the ESOP 
Committee changed its policy or paying terminated plan partici
pants in a lump sum to paying participants terminated for reasons 
other than retirement at age 65 in five annual cash pay-outs 
commencing on the first anniversary of termination. Terminated 
plan participants sell 20% of their stock in each of five years 
at the fair market value applicable for each year. Accordingly, 
the above derived value is discounted for restricted marketabili
ty by 10% or $169,765 to $1,527,885 or $28.25 a share (rounded) 
on 54,065 A and B shares outstanding. This figure is 14% above 
Anchem's working capital at April 30, 1990, which working capital 
basically accrues to the equity holders. 

The discount has been reduced from 15% in fiscal 1989 because the 
environmental testing and clean-up costs have now been identified 
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as financially manageable and the property acquisition from the 
partnership by the company has been deferred. Thus the Company's 
cash ($34~,ooo at April 30, 1990) is available to purchase 
through the ESOP terminated participants• stock under the above 
program. The discount more reflects the time value of money in a 
deferred payment program. 

Stated Book Value 

V@luation summary 
angeles Cbtmical co. 

April 30. 1990 

LeBs Liquidation biscount (5\) 
Subtotal 

Less Marketability Discount (10\) 
Fair Market Value 
Per Share on 54,065 Sharea 

R • Rounded 

Recent Stgck Sale and Valuation 

$1,787,000 

8?.350 

1,697,650 

169.765 

$1,527,885 

$28.25 (R) 

Revenue Ruling 59-60 suggests that arm's-length sales to knowl
edgeable unrelated third parties in the recent past would be a 
basis for valuation. 

There have been no such recent transactions. 
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V. CONCLUSIONS 

Based on our experience and general knowledge in determining the 
value ot closely held companies and upon the consideration of all 
factors previously discussed, Bramstedt Associates is ot the 
opinion that the fair market value ot the outstanding common 
stock of Angeles Chemical Co. for ESOT purposes is $1,527,885 or 
$28.25 per share as of April 30, 1990 on 54,065 Class A and B 
shares outstanding. This valuation is based on an adjusted book 
value approach. 

specific positive factors concerning ~cham were its still solid 
and long-term debt free balance sheet; liquid cash position; an 
indication of operational stabilization; and apparent determina
tion that the Company does not have a material environmental 
economic exposure. 

Unfavorable factors were eight consecutive years of sales and 
profit decline; losses in fiscal 1989 and 1990; negative returns 
on capital and equity; thin line management; and the increasingly 
hostile operating environment for small chemical processors in 
heavily populated urban areas. 

It is important to point out that this evaluation is specifically 
intended to establish a per-share fair market value for shares to 
be issued or sold to the ESOT. This report does not specifically 
address the evaluation of the Company as an entity. The value of 
the Company as a whole, with the attendant rights to control the 
direction and growth of the Company, to influence or control 
compensation and dividends, to change the management, to acquire 
other companies and/or business operations, to buy companies or 
new product lines, or to sell or merge the company, may be 
greater than the total value implied by this evaluation. 

On the other hand, the value of minority interest shares held 
outside of an ESOT would probably be less than the value deter
mined in this report. An ESOT with a "put• option obligating the 
Trust to repurchase the shares held by participants provides a 
valid market for such stock. Minority interest shares held 
outside of the ESOT would by necessity be discounted by more than 
10\ taken here for their greater inherent lack of marketability. 

This valuation is as of April JO, 1990; and, since it is based 
upon recent financial statements, it should be valid tor the near 
future. However, it is imperative to recognize that the dynamics 
of the industries served and general economic conditions can 
change and invalidate this evaluation. Federal regulations 
require that the Company's common stock be reevaluated at least 
annually for ESOT purposes. 
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ARCHER, BULMAHN & CO. 
626 SOUTH LAKE AVENUE 

PASADENA, CALIFORNIA 91106 

TO THE BOARD OF DIRECTORS 
ANGELES CHEMICAL COMPANY, INCORPORATED 

WE HAVE CO~PILED THE ACCOMPANYING BALANCE SHEET OF ANGELES 
CHEMICAL COMPANY, INCORPORATED AS OF APRIL 30, 1990 AND THE 
RELATED STATEME~TS OF INCOME AND CASH FLOWS FOR THE SIX MONTHS AND 
YEAR THEN ENDED, IN ACCORDANCE WITH STANDARDS ESTABLISHED BY THE 
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS. 

A COMPILATION IS LIMITED TO PRESENTING IN THE FORM OF 
FINANCIAL STATEMENTS INFORMATION THAT IS THE REPRESENTATION OF 
MANAGEMENT. WE HAVE NOT AUDITED OR PERFORMED A REVIEW SERVICE ON 
THE ACCOMPANYING FINANCIAL STATEMENTS, AND ACCORDINGLY, DO NOT 
EXPRESS AN OPINION OR ANY OTHER FOR~! OF ASSURANCE ON THEM. 

MANAGEMENT HAS ELECTED TO OMIT SUBSTANTIALLY ALL OF THE 
DISCLOSURES REQUIRED BY GENERALLY ACCEPTED ACCOUNTING PRINCIPLES. 
IF THE Ofi!TTED DISCLOSURES WERE INCLUDED IN THE F!NANCIAL 
STATE~JENTS, THEY MIGHT INFLUENCE THE USER'S CONCLUSIONS ABOUT THE 
CO~PANY'S FINANCIAL POSITION, RESULTS OF OPERATIONS, AND CASH 
FLOWS. ACCORDINGLY, THESE FINANCIAL STATEMENTS ARE NOT DESIGNED 
FOR THOSE WHO ARE NOT INFORMED ABOUT SUCH MATTERS. 

CERTIFIED PUBLIC ACCOUNTA~TS 

SEPTEMBER 13, 1990 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
BALANCE SHEET 

UNAUDITED 
APRIL 30, 1990 

CURRENT ASSETS 
PETTY CASH 
CASH IN BANK 
CASH IN BANK - PAYROLL 
CASH IN BANK -BORTZ 
CASH IN BANK - WHITTIER CRED 
CASH IN HONEY MARKET 
ACCOUNTS RECEIVABLE 
ALLOW. FOR DOUBTFUL ACCTS. 

NET ACCOUNTS RECEIVABLE 
ACCTS. REC. - STALLION 
ACCTS. REC. - OTHER 
EMPLOYEE ADVANCES 
INVENTORY - CHEMICALS 
INVENTORY -PACKAGING 
INVENTORY -PKG.-BORTZ 
INVENTORY -GASOLINE 
PREPAID INCOME TAX 
PREPAID INTEREST 
PREPAID PROPERTY TAX 
PREPAID INSURANCE 
PREPAID AUTO INSURANCE 
PREPAID CONSULTANTS FEES 
PREPAID PACKAGING 

TOTAL CURRENT ASSETS 

FIXED ASSETS 
OFFICE TRAXLER 
TRUCKS & AUTOS 
TANKS & PLANT EQUIPMENT 
FURNITURE & FIXTURES 
PLANT 
DRUMS 

ASSETS 

1,143,325.64 
( 11 '000. 55) 

97,811.43 
220,385.36 
802,190.48 
207 '061. 21 
35l, 755.97 
151,776.06 

TOTAL FIX£0 ASSETS 1,831,580.51 

LESS; ACCm!ULATED DEPR£CIATION ( 1, 366, 504.08 l 

NET FlXED ASSETS 

TOTAL ASSETS 

2,544.26 
315,036.84 

(86.471 
12,811.76 

506.67 
10,311.02 

1,132,325.09 
61,196.19 
27,592.31 

1,555.00 
308,796.40 
70,805.73 

231,281.25 
6,981.57 
1,000.00 

10,039.42 
2,367.69 

108' 325.51 
387.50 

2,240.72 
20,90~.55 

Z,326,923.07 

465,076.43 

s 2,791,999.50 
:::::::::;:;::.:::;;~======= 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
BALANCE SHEE:T 

UNAUDITED 
APRIL 30, 1990 

LIABILITIES AND STOCKHOLDERS' EQUITY 

CURRENT LIABILITIES 
NOTES PAYABLE 
ACCOUNTS PAYABLE 
OTHER ACCRUED LIABILITIES 
ACCRUED TANK TESTING 
ACCRUED PAYROLL 
ACCRUED COMMISSIONS 
ACCRUED WORKMANS COHP. INS. 
SALES TAX PAYABLE 
DRUM DEPOSITS 
DRUM DEPOSITS 
EMPLOYEE BENEFIT & WELFARE 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
NOTE PAYABLE 

TOTAL LIABILITIES 

STOCKHOLDERS' EQUITY 

$ 

COMMON STOCK - $,10 PAR VALUE, 
1,000,000 SHS. AUTHORIZED, 
54,065 SHS. ISSUED & OUTSTANDING 

PAID IN CAPITAL 

83,509.51 
773,104.58 

10,304.9!) 
3,303.07 

14,991.85 
9,556.28 
2,606.57 
5,222.67 

139,496.05 
(59,496.06) 

620.61 

RETAINED EARNING$ - BEGINNING 
. NET INCONE OR (LOSS l 

$ 1,9!4,790.89 
(239,318.25) 

RETAINED EARNINGS 

TOTAL STOCKHOLDERS' EQUITY 

983,220.12 

22,176.44 

1,005,396.56 

5,406.50 
105,723.80 

1,675,472.64 

!,786,602.94 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 2,791 ,·999.50 
=========:::::::.::::::::. 
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ANGELES CHEM'lCAL COMPANY, INCORPORATED 
STATEMENT OF INCOME 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1990 

SALES 
COST OF SALES 

GROSS PROFIT 

OPERATING EXPENSES 
ADMINISTRATIVE SALARIES 
OFFICE WAGES 
SALES WAGES 
DIRECT WAGES 
INDIRECT WAGES 
PAYROLL TAXES 
WORKMAN$ COMP. INSURANCE 
GROUP INSURANCE 
OUTSIDE LABOR 
ADVERTISING 
AUTO lit TRAVEL 
BAD DEBTS 
COMPUTER EXPENSE 
DIRECTORS FEES 
DONATIONS 
DRUM MAINTENANCE 
DUES & SUBSCRIPTIONS 
EMPLOYEE WELFARE 
EQUIPMENT RENTAL 
FREIGHT-IN 
FREIGHT OUT 
CASUALTY INSURANCE 
LA!! EXPENSE 
OFFICE SUl'PLIES 
PRINTING PREP. EXPENSE 
PLANT EXPENSE 
POSTAGI!: 
PROFESSIONAL SERVICES 
PROFIT SHARING EXPENSE 
RENT 
REPAIRS & MAINTENANCE 
SALES PROM. TRAVEL 
BUSINESS PROMOTION 
TANK TESTING EXPENSE 
TAXES & LICENSES 
TELEPHONE 
TRUCK EXPENSE 
UNIFORM EXPENSE 
UTILITUS 
COMMISSIONS -BORTZ 
DEPRECIATION 

TOTAL OP£RATING EXPENSES 

CURRENT 
PERIOO 

YEAR 
TO QATE 

$3,795,983.40 100.00 $8,138,980.02 100.00 
2,890,755.79 76.15 6,199,546.87 76.17 

---~--------- ---~--- ------------- ~~-----
905,227.61 23.85 1,939,433.15 23.83· 

-------~~~--~ ------- ~~~~--------- -------
53,169.98 
23,~38.93 
41,395.54 

157,592.93 
11,973.75 
26,579.13 
13,710.60 
45,327.3S 
21,978.44 
5,692.95 

26,673.07 
o.oo 

5,958.85 
4,500.00 

139.50 
64,871.95 

2,647.54 
4,225.!38 

449.24 
34,950.89 
34,162.21 
45,524.00 

3,207.20 
11,599.99 

485.25 
24,217.10 
2,852.63 

35,918.68 
7,42o.aa 

66,900.00 
16,539.24 
4,389.50 

12,313.17 
9,425.00 
9,318.83 
9,659.66 

.67,629.69 
174.31 

8,299.71 
42,827.44 
99,934.69 

$1,068,480.18 

1. 40 
0.63 
l. 09 
4. 15 
0.32 
0.10 
0.36 
!. 19 
0.58 
0.15 
0.70 
o.oo 
0.16 
0.12 
o.oo 
1. 71 
0.07 
0.11 
0.01 
0.92 
0.90 
1. 20 
0.08 
0.3) 
0.01 
0.64 
0.08 .. 
0.95 
0.20 
l. 76 
0.44 
0.12 
0.32 
0.25 
0.25 
0.25 
1.78 
o.oo 
0.22 
1.13 
2.63 

176,170.00 
71.~33.77 
88' 597.86 

303,799.66 
26,013.75 
52' 671.10 
29,103.39 
83,542.44 
61,040.55 
10,864.09 
53,303.99 

26.35 
10,894.09 
9,000.00 

139.50 
120' 561.65 

5,558.51 
8,092.86 
1,007.80 

74,074.42 
78,002.32 
S2,990.61 
5,323.39 

16,068.04 
4,971.91 

46,599.52 
6,109.59 

52,905.90 
13,906.83 

132,900.00 
29,504.97 
12,427.05 
17,496.21 
18,725.00 
17,971.01 
20,367.47 

129,418.67 
893.58 

17,085.78 
92,597.20 
19~,593.89 

2.16 
0.88 
1.09 
3. 73 
0.32 
0.65 
0.36 
1.03 
0.75 
0.13 
0.65 
o.oo 
0.13 
0.11 
o.oo 
1.48 
0.07 
0.10 
0.01 
0.91 
0.96 
1.14 
0.07 
0.20 
0,06 
0.57 
0.08 
0.65 
0.17 
1.63 
0.36 
0.15 
0.21 
0.23 
0.22 
0.25 
1.59 
0.01 
0.21 
1.14 
2.39 

27.88 S2,187,254.7Z 26.87 
------------~ ~---~-- -----------~~ ---~~--
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ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF INCOME 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1990 

CURRENT YEAR 
fERTQ!l " ro !:loT II 

OPii:I'!AT!NG INCOME I LOSS l $ 1153,252.57) 14.04) s (247,821.57) ________ ................ ...................... __ -------------OTHER INCOME OR (EXPENSE) 
DISCOUNTS EARNED 316.52 0.01 1.614.01 
DEMURRAGE 51.25 o.oo 1,202.50 
INTEREST INCOME 8,803.32 0.23 14,556.36 
SALARY REIMBURSEMENT 321.75 o.o1 1,141.53 
HISCELLANEDUS INCOME o.oo o.oo 879.62 
PAILS 572.88 0.02 1,436.54 
SALE OF ASSETS 100.00 o.oo o.oo 
TERM!NALlNG CHARGES 19,441.45 0.51 35,719.29 
INTEREST EXPENSE. (5,680.95) ( 0. 15) (9,113.17) 
CONSULTANT EXPENSE (9,583.34) (0.25) (38,333.36) ... .,.....,. __________ _ __ _._ ......... 

---.----------TOTAL OTHER INCOME (EXPENSE) 14,342.88 0.38 9,103.32 ______ _. ........... ____ ------- ______ ... _____ ... 

INCOME OR (LOSS) 
BEFORE INCOME TAXES (138,909.69) ( 3. 66) (238,718.25) 

CREDIT (PROVISION) 
FOR INCOME TAXES o.oo o.oo (600.001 

% 

(3.04) -------
0.02 
0.01 
0.18 
0.01 
0.01 
0.02 
o.oo 
0.44 

( 0.11) 
(0.47.! -------
0.11 .............. ___ 

( 2. 93) 

( 0. 01) ________ .,.. _____ ------- ------------- -------
NET INCOME (LOSS) $ (138,909.69) ( 3. 66) $ (239,318.25) ( 2. 94 ) 

============= :::::::::::::::';::;: :;;;;::=::;:;:;:;::;=== ======= 
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I 

ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF INCOME DETAIL 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APfiiL 30, 1990 

CURRENT YEAR 
PERIQD % TQ ll6Ii 

SOLVENTS -SALES S2' 213 '567. 30 100.13 S-1, 909,121.86 
RETURNS & ALLOWANCES 12,972.44) (0.13) (3,335.86) _____ .,. ________ -------

____________ .... 

TOTAL SALES 2,210,594.86 100.00 4 ,905, 78lLOO 
COST OF SALES 1,830,463.22 82.80 3,995,854.90 

------------- ------- -------------GROSS PROFIT 380,131.64 17.20 909.931.10 _____ .., ... __ .,.....,....,.._ ------- ___ .,..,.,..._.., __ ..... __ 

PACKAGING -SALES 266,869.10 100. 18 561,849.17 
RETURNS & ALLOWANCES (468.30) (0.18) 15,397.64) 

.... ___ _._.._ _______ ... -.... - ...... - _ ________ .,...._ ........ 

TOTAL SALtS 266,400.80 100.00 556,451.53 
COST OF SALES 200,563.82 75.29 429,609.42 ______ ...., ______ 

------- ____ ... ,.. ______ ..,. 

GROSS PROFIT 65,836.98 24.71 125,842.11 ...,._.. _____ ,.. __ .,....,...,. ------- -------------

BORTZ -SALES 1,327,140.10 100.62 2,690,474.06 
RETURNS " ALLOWANCES (7,050.24) (0.53) (7,575.85) 
SALES DISCOUNTS (1,102.12) (0.08) (6,155.72) __ ._ __________ 

------- -------------TOTAL SALES 1,318,987.74 100.00 2,676,742.49 
COST OF SALES 861,862.69 65.34 1,774,082.55 __________ _. __ ......... _____ __ ....... __________ 

GROSS PROFIT 457' 125.05 34.66 902,659.94 

------------- ------- ________ ... _.,.._ ... 

TOTAL GROSS PROFIT $ 905,227.61 23.85 $1,939,433.15 
::::::::::::::========== ::;;:;:=;:=.:= :=:=:::=::;::::;::;:;;:;::;::;:: 

% 

100.07 
I 0. 071 

-------
100.00 
81.45 

-------
18.55 _ ...,. ................... 

100.97 
(0.97) __ .,.. ............. 

100.00 
77.21 

......................... 
22.79 -------

100.51 
( 0. 28) 
( 0. 23) 

-------
100.00 

66.28 -------
33.72 _ .................... 

23.83 
;;::;;;:;:::=: 
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ANGELES CHEMICAL COMPANY, INCORPORATED 
STATEMENT OF CASH FLOWS 

UNAUDITED 
FOR THE TWELVE MONTHS ENDED APRIL 30, 1990 

CASH FLOWS FROM OPERATING ACTIVITIES: •.. 
NET INCOME (LOSS) 

ADJUSTMENTS TO RECONCILE NET INCOME 
(LOSS) TO NET CASH FLOWS FROM 
OPERATING ACTIVITIES: 

DEPRECIATION 
CHANGE IN ASSETS AND LIABILITIES 

ACCOUNTS RECEIVABLE 
INVENTORY 
PREPAID EXPENSES 
DEPOSITS 
ACCOUNTS PAYABLE 
ACCRUED EXPENSES 
CUSTOMER DEPOSITS 
INCOME TAXES PAYABLE 

TOTAL ADJUSTMENTS 

NET CASH PROVIDED (USED) 
BY OPERATING ACTIVITIES 

CASH FLOWS FROM INVESTING ACTIVITIES: 

LOANS ADVANCED 
COLLECTION OF LOAN ADVANCES 
CAPITAL EXPENDITURES 

NET CASH PROVIDED (USED) 
BY INVESTING ACTIVITIES 

CASH FLOWS FROM FINANCING ACTIVITIES: 

PROCEEDS FROM LOANS 
PRINCIPAL PAYMENTS ON LOANS 

NET CASH PROVIDED (USED) 
BY FINANCING ACTIVITIES 

NET INCREASE (DECREASE) IN CASH 

CASH AT BEGINNING OF PERIOD 

CASH AT END OF PERIOD 

CURRENT 
PERIOD 

$ (138,909.69) 

$ 

99,934.89 

(253,395.99) 
86,717.45 

(29,268.40) 
17,262.95 

215,712.46 
(38,640.59) 

3,181.55 
0.00 

101,504.32 

(37,405.37) 

(81,745.97) 
63,509.14 

735.48 

(17,501.35.1 

122,805.07 
(65,410.52) 

57,394.55 

2,487.83 

338,636.25 

341,124.08 
:-=========:=.:.=== 

YEAR 
TO DATE 

$ 1239,318.25) 

$ 

194,593.89 

(45,422.941 
(8,767.85) 
90,378.20 
15,872.45 
67,794.84 

(790.16) 
20,146.05 

(300.00) 

333,504.48 

94,186.23 

(169,638.10) 
136,148.59 
(56,189.13.1 

(89,678.64) 

122,805.07 
( 157,263.441 

(34,458.371 

(29,950.781 

37!,074.86 

341,124-08 
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BRAMSTEDT ASSOCIATES 

FINANCIALC:ONSULTI':'.'C • BUSt~f.'SSV,\1_\..t,i!!.,.Tin:O..
:~ 

Qualifications of 

B~amste4t & ~ssociates, Inc. 

Eric M. Bramstedt, CFA, has ove~ 27 years experience in tbe field 

of financial analysis, equity evaluations, securities analysis and 

investment banking. He has prepared well over 250 business 

valuations on closely held companies for merger and acquisition, 

gift and estate taxes, Employee Stock OWnership Plans (ESOPs), 

incentive stock option plans and others. These valuations have 

covered a broad industry scope of closely held and public companies 

including several Fortune 1000 listings. Mr. Bramstedt possesses 

in-depth knowledge of ESOP functions and valuation through ten years 

of extensive experience with three leading ESOP design and valuation 

firms--Menke & Associates, Kelso & co. and Houlihan, Lokey, Howard 

& Zukin. 

Mr. Bramstedt is an industry specialist in transportation, 

particularly trucking. As such, he has investigated the operations 

and appraised thB business values of several hundred motor carriers, 

many of which are located in California. Clients have included 

major domestic and international transportation companies for 

acquisition and investment banking and other applications. 

Mr. Bramstedt is Director of the PCTB consulting Group, a division 

of the Pacific Coast Tariff Bureau of san Francisco. As such, he 

is editor of CAL-TIPS, an annual operating and financial study of 

the california less-than-truckload business. 

Mr. Bramstedt is a Chartered Financial Analyst (CFA) and a member 

of the Association for Investment Management and Research, the 

Transportation Research Forum, the Valuation Roundtable of San 

Francisco, the National Accounting and Finance Council (AT~) and an 

associate member of the California Trucking Association. He holds 

a Bachelor's Degree in Economics from Stanford University. He has 

written articles for industry periodicals relating to transportation 

valuation and financing and has appeared as an expert witness before 

the California Public Utilities commission. 

1914 MAR WEST • TIBURON • CALIFORNIA 94920 

(415)435·9438 
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September 7, 1989 

CONFIDENTIAL 

IN 9'..,.....,t 9t-t 
9',.., §~ 'if~.Mft75 

(11-f} 54.1~.16'176' 
§..., f'•s) -UJ-2.Uj 

Employee Stock ownership Plan 
Administrative Committee 

Angeles Chemical Co. 
P.O. Box 2163 
Santa Fe Springs, California 90670 

Attn: Mr. John Locke 

Gentlemen: 

You have requested we establish the fair market value of the common stock of Angeles Chemical for Employee Stock Ownership Trust (ESOT) purposes as of April 30, 1989. 

Our evaluation places a fair market value of $1,635,995 on common stock of Angeles Chemical co. as of April 30, 1989. on 54,065 A and B common shares outstanding, the value per is $30.25. This evaluation is derived from adjusting book and is discounted for restricted marketability. 

the 
Based 

share 
value 

Earnings 
climate. 
stock be 

prospects can change, as can the general economic Federal regulations require that the company's common reevaluated at least annually for ESOT purposes. 

Very truly yours, 

MENKE & ASSOCIATES' INC. I 
~ 9;t. $, ._:t:.;tft 

Eric M. Bramstedt 

EMB:ew 
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I. INTRODUCTION 

Angeles Chemical Co. ("Anchem" or the "Company") has requested Menke & Associates render its opinion as to the fair market value of the company's common stock in connection with transactions involving the Company's Employee Stock Ownership Trust (ESOT). This valuation is based on financial data provided us for the five fiscal years ended April 30, 1989 and is derived from adjusted book value. 

In that regard, Menke & Associates places a fair market value of $1,635,995 or $30.25 per share on the common stock of Anchem as of April 30, 1989 based on 54,065 A and B shares outstanding. 
Anchem is a closely held corporation with no present market for its common stock. It is a regional Southern California liquid chemical distributor whose products are primarily used in industrial and commercial coating applications. Sales in fiscal 1988 were $9.0 million, having dropped steadily from a peak of $16.8 million in fiscal 1982. The Company recorded a net loss of $110,000 in fiscal 1989, its first unprofitable year since its founding in 1972. Anchem has a stable balance sheet with no long-term debt. The uninterrupted sales erosion, lack of profitability and major potential environmental issues are the significant elements in this appraisal. 

Scope of the Valuation Stud~ 

The purpose of this valuation study is to determine the fair market value of a minority interest in the common stock of Anchem as of April 30, 1989 for transactions involving the Company's Employee Stock ownership Plan. 

In performing this valuation study, a variety of data and assumptions were used. The financial information on past performance was gathered from the financial statements of Anchem as prepared by its accounting firm for the past five fiscal years. We have included in Appendix I a copy of Anchem's most recent financial statement for the year ended April 30, 1989. 

Projections of expected future financial performance through fiscal 1990 were provided by management. The appraiser has visited the Company's facilities in Santa Fe Springs, California. Interviews were held with members of management and with certain outside sources with regard to the chemical distribution industry generally and specifically about several important environmental/ regulatory issues facing the Company, 

In ascertaining the value of the Company, published data on publicly traded companies was utilized in an effort to find comparable companies. There were no companies which were found to be directly comparable. 

-1-
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Prior ESOP Valuations and Reports 

Anchem's ESOP was established during fiscal year 1984 as a conversion from a profit sharing plan. ESOP valuations for fiscal years 1984, 1985 and 1986 were prepared by Charles B. Stark, Jr., PC; the fiscal 1987, 1988 and 1989 valuations were conducted by Menke & Associates. The table below illustrates the aggregate ESOP (minority interest) values relative to certain financial criteria: 

ESOP Valuation summary 

Percent of A99regat~ 
ESOP Value S~les Assets Eguity 

Gross 
Profit 

4/30/99 $l,635,995 18,2\ 53.9\ 81% 0. 79l( 
4/30/88 1,730,000 LB,3 56.5 81 o. 72 
4/30/87 2,122,60~ 20.2 65.0 100 0.78 
4/30/86 ~.600,000 21.4 79,2 127 1.17 
4/30/85 2,500,000 18.5 78.0 l40 1.12 
l/01/84* 2,250,000 15.0 71.9 134 1.14 

• Usinq li'Y 4/30/83 financial results 

Neg. = Negative calculation 

Times 
Operating 

Income 

Neg. 
Neg. 
22.6l( 
Jl, 3 
],0.9 
17.2 

Working 
Capital 

1. oax 
l.15 
1.46 
1.56 
1.82 
l.69 

Per share values were $30.25, $32.00 and $39.25 on 54,065 Class A and a shares in fiscal 1989, 1988 and 1987, respectively; $48.20 on 54,209 A and 8 shares in fiscal 1986; and $48.20 on 51,867 A and B shares in fiscal 1985. 

Menke & Associates' fiscal 1987 and 1988 valuation conclusions were documented in reports dated November 1987 and October 1988 and are herein incorporated. Among other information, these reports contain a description of the chemical distribution industry: Anchem's history, operating description and management; and the valuation methodologies employed. 

This update report will focus on important environmental/ regulatory problems confronting Anchem. 

Limitations of this Valuation 

In preparing the valuation, Menke & Associates relied upon and assumed the accuracy and completeness of all financial, statistical and other information provided by Anchem, Menke & Associates also considered information based upon other publicly available sources which it believes to be reliable, however Menke & Associates and the appraiser do not guarantee the accuracy and completeness of such information and did not independently verify the financial statements and other information. The appraiser ~s not aware of material omissions or understatements which would affect values contained in this report. The fair market value 

-2-
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arrived at herein represents the appraiser's considered opinion 
based upon the facts and information presented to him. No legal 
opinion is expressed by this report and its accompanying docu
ments. 

This appraisal is intended for the purpose(s) stated herein. Any 
other application by the Company, its shareholders and others may 
not be appropriate. 

Neither the appraiser nor Menke & Associates, Inc. has any 
present financial interest in Anchem, and the fee for this valua
tion is not contingent upon the value(s) determined. The quali
fications of Menke & Associates to undertake this valuation are 
summarized in Appendix II. 

-3-
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!1. VALUATION PROCESS 

The stock in this valuation has been evaluated based upon: 
(ll the pertinent principles, (egulations and guidelines of the 
Internal Revenue Service: (2) analysis of the Company's financial statements; (3) thorough discussions with management: and 
(4) analysis of relevant industry conditions and other factors. 
Definitions 

The following terms will recur throughout the valuation and 
should be understood by the following definitions, except as otherwise noted: 

Fair Market Value -- The Internal Revenue Service has 
deftned "fair market value" in Revenue Ruling 59-60, issued 
in March 1959, as: 

" ... the price at wnieh the p~operty would chan9e hands between 
a willing buyer and a willing seller when the former is not 
under any compulsion to buy and th& latter is not under any 
compulsion to sell, both parties having reasonable knowledge 
of relevant bets. cou~t decisions frequently state, in 
addition, that the hypothetical buyer and seller are assumed 
to be able, as well as willing, to trade and be well informed 
about the property and concerning the market for such prop
erty.,. 

This definition is widely accepted and used in courts of law 
and in tax literature and is the most widely used approach 
in valuing closely held securities. It is the basic defini
tion upon which we have relied in determining the fair mar
ket value of the Company's stock. Revenue Ruling 59-60 was 
issued for estate valuation purposes, but is not limited to 
that use. It serves as a guide in virtually all valuation 
situations requiring the determination of fair market value. 

Pretax and Pre-Contribution Earnings -- Pretax earnings 
refer to earnings or income before !ederal, state and local 
income taxes. Pre-contribution earnings refer to pretax earnings before discretionary employee benefit plan contri
butions. 

ESOP -- Employee Stock ownership Plan and ESOT -- Employee Stock ownership Trust refer essentially to~ same entity 
and for purposes of this valuation can be considered inter
changeable. 

IRS Guidelines 

In general, a company whose securities are traded in volume by informed persons in a free and active market has its fair market value determined continuously. The prices at which the securities of such a company trade are a reflection of the collective 
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op~n~on of the investing public as to what the future prospects of the company are at that point of time. However, when a stock is traded infrequently, or is traded in an erratic market, or is closely held, such as in the case of Angeles Chemical, some other measure of value must be found. 

The Internal Revenue Code of 1954, section 203l(b), specifies that the value of stocks and securities of corporations not listed on an exchange or freely traded " •.• shall be determined by taking into consideration, in addition to all other factors, the value of stock or securities of corporations engaged in the same or a similar line of business which are listed on an exchange." 

Revenue Ruling 59-60, issued in March 1959 for estate valuation purposes and extended to include the determination of fair market value of closely held businesses for income and other tax purposes by Revenue Ruling 65-193, further develops a set of eight criteria which, while not all-inclusive, are fundamental to the appraisal of the fair market value of closely held companies. 

The Department of Labor has recently issued proposed regulations on ''Adequate Consideration" which address valuation issues affecting Employee Stock Ownership Plans. These proposed regulations endorse Revenue Ruling 59-60 and set forth other factors to be considered in valuing securities for ESOT purposes. 

Consequently, this report has considered the following factors: 

• History of the Company and Nature of Its Business 
o Economic Outlook in General and Condition and Outlook of the Industry in Particular 
o Book Value of the Stock and Financial Condition of the 

Business 
o Earnings Capacity of the Company 
o Dividend Paying Capacity 
o Whether or Not the Enterprise Has Goodwill or Other 

Intangible Assets 
o Sales of Stock and Size of the Block of Stock to be Valued 
o The Market Price of Stocks of corporations Engaged in the Same or a Similar Line of Business Having Theit Stocks 

Actively Traded in a Free and Open Market or Over the 
Counter 
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The Effect of ESOP Contributions on Fair Market Value 

Anchem's ESOP was established in fiscal 1984. The Company made a cash contributions of $9,500 in fiscal 1989, $6,500 in fiscal 
1988 and $65,000 in fiscal.l987. 

The implementation of an Employee Stock Ownership Plan may have a material effect on the profitability and cash flows of a business enterprise. The effect on profitability and cash flows can, as a consequence, directly impact the fair market value of the business enterprise. The degree of effect depends on how the ESOP is used and can vary by changing the amount and/or nature of the 
annual contribution itself (cash or stock). 

An additional consideration in determining fair market value for an ESOP company is how the Company is providing for the emerging liability created when vested terminated plan participants tender Company stock for redemption. 

For detailed discussions of the effect of cash and/or stock 
contributions on earnings, cash flows and book values and of the impact of emerging liability treatment on ESOP stock marketability, see Section II of the November 1987 valuation study, 

Comparability in Accounting Methods 

The accounting profession allows a number of alternative 
accounting treatments in areas such as inventory and depreciation accounting. Depending upon the particular accounting method 
utilized, reported earnings may differ materially within a given year. These accounting treatments, which are permitted under 
Generally Accepted Account'ing Principles (GAAP), are usually one
time decisions. once a company has opted for a particular accounting treatment it cannot change between various accounting 
alternatives year after year without good cause. Because of these rules, accounting statements for a particular company are generally comparable from year to year. This comparability, however, may not exist from company to company even if they are 
in the same industry. This is especially true if one is compar
ing a "public" company with a "closely held" company. 

A further discussion of Menke & Associates perception of the 
differences and economic ramifications of public and private Company accounting procedures is also found in Section II of the November 1987 valuation study. 

Discounts to Fair Market Value 

The marketability of the company's stock, the control position of majority shareholders, and the relationship of these factors to the block of stock being valued can also affect the concluded 
value. 
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Closely held stock, which lacks matketability, is fat less 
attractive than a similar stock with ready access to the public marketplace. In valuing a block of stock, Revenue Rulings and 
court decisions provide a basis for concluding that a discount is 
valid for an absence of marketability if the value base does not 
already reflect the lack of marketability. 

Further, a minority stock interest in a closed corporation is 
usually worth much less than a proportionate share of the entity 
value of all the corporate stock. Discounts can range from 10% 
to 30% or more. When minority interest and lack of marketability 
discounts are both applied, they are sequential. 
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!!I. COMPANY AND INDUSTRY 

Angeles Chemical is a resale/distributor primarily of liquid 
industrial chemicals used principally in the coating process. 
About 60\ of sales are industrial chemicals and 40% commercial 
which carry better margins. In the past five years, dollar sales have fallen $4.5 million or by one-third and physical volume by · an even greater amount (because of price increases in the past 
year and a half). Much of this decline in the most recent two to three years reflects the loss of major accounts like Standard Btands Paint and Home Club (Bortz) for whom Anchem was packaging various solvents and of Wizard Charcoal lighter fluid (Boyle
Midway). At their peak, these accounts individually were $1 million or more annually. 

overall, the Company now has about 350 active industrial 
customers and 425 in the packaging division, all located in 
Southern California. Ellis Paint Company, owned by Robert Berg, an Anchem founder and present shareholder, is an important customer. 

Previous valuation studies have discussed Anchem's fiscal 1986 purchase of Bortz Oil which was a packager of paint thinners and finishers for the consumer/retail market. Bort~ was unprofitable on about $3 million of annual revenues at the time of its acquisition. In retrospect, the Bort~ purchase does not appear to 
have been economically successful although its inclusion may have slowed Anchem's sales decline. Menke & Associates believes that 
increased acquisition-related operating costs and sales commis
sions, the lost Home Club business, and principal and interest payments on the Bortz $450,000 cash and note purchase price (now 
fully paid off) resulted in a negative cash flow for Anchem from 
this transaction over the past three years. 

Anchem's basic raw materials are these organic chemicals -
propylene, methanol, toluene, xylene, ethylene glycol, acetone 
and isopropy/alcohol. These are forms of petroleum distillates which are purchased from Shell, Chevron, Onion Carbide, Exxon, Celanese and Vulkan Materials. The Company has on-site 32 under
ground storage tanks of s,ooo to 20,000 gallons capacity each and 9 above-ground tanks (old railroad tank cars of 2,~00 gallons 
capacity each). 

Anchem operates out of administrative offices, packaging and 
storage facilities on a l.B acre site in Santa Fe Springs, Cali
fornia. The structures and improvements are company-owned, while the underlying real estate is owned by a partnership comprised of 
the three founding stockholders -- John Locke, Robert Berg and Arnold Rosenthal. Mr. Rosenthal is no longer active in the 
Company. As discussed in the previous valuation study (October 1988), the partnership is negotiating to sell the underlying 
property to the Company, Based on recent sales of comparable 
nearby industrial p~operty, the Anchem lot may have a fair market value of $900,000 "clean" (see following discussion of possible 
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underground chemical contamination). The parties have retained a knowledgeable commercial real estate broker to act as arbitrator in the transaction. · The land rent on a triple net basis is $72,000 a year. 

Anchem rents 20,000 square feet of warehouse space in a Los Angeles building owned by Robert Berg for $60,000 a year. 

As of the summer of 1989, Anchem had 31 full-time employees versus 34 and 43 a year and two years earlier, reflecting the downsizing of the Company. The Company has also reduced temporary or part-time help since the end of fiscal 1988. 

Management and stock Ownership 

The Company officers as of summer 1988 were: 

Officer 

John Locke 
Robert Berg 
James Froelich 

President, CEO 
Secretary/Treasurer 
Controller 

Joined Co. Age 

1971 63 
197l 
1987 45 

John Tracy, Operations Manager, resigned during fiscal 1989. A significant concern in this valuation is Anchem's loss of several key managerial and sales employees, who have not been specifically replaced, over the past several years. 

The Board of Directors consists of John Loeke, Raymond Berg, and Arnold Rosenthal. A Company founder, Mr. Rosenthal sold his stock to the ESOP in 1984 and had a consultant agreement with Anchem at $57,500 per year through July 1989. Mr. Berg's primary employment is President of Ellis Paint co., an important Anchem customer. 

As of April 30, 1989 there were 40,000 Class A and 14,065 Class B common shares outstanding (excluding treasury stock) as follows: 

Holder Number of Shares 

John Locke 20,000 !'. shares 37\ 
Robert Berg 20,000 A shares 37 
J;:SOl? 14' 065 B shares ...ll 

Total 54,065 A & a shares 100% 

Class A common stock is voting and Class B is nonvoting. Otherwise the two classes are equal. A valuation discount for the nonvoting Class B stock has not been taken by the prior appraiser nor by Menke & Associates since the stock is in an ESOP where voting rights are not passed through in any event except for major corporate issues. 
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Environmental Issues 

In recent years, Anchem and the chemical distribution industry have been subject to an ever increasing number of complex federal, state and local environmental laws and regulations which together impose increased liability and clean-up exposure, 
greater business constraints and larger financial risks. 

Specifically, Anchem is subject to a number of regional 
environmental regulatory agencies. These include South Coast Air Quality Management District, Environmental Protection Agency, the California Highway Patrol (hazardous material, permit inspections, etc.), the Fire Department of the City of Santa re Springs and others. 

As of the date of this report, Anchem has no environmental agency actions, citations or violations. However, there is a major pending proposal by the California Air Resources Board, the EPA, the Air Quality Management District, and other political entities to have Southern California comply with Federal clean-air standards by 2007. The proposed regulations are extremely comprehensive and range from adopting stricter standards for industry smokestacks, automobile emissions and fuels to banning the use of charcoal lighter fuel and restricting the manufacture and use of certain paints and solvents in the Los Angeles Basin. Menke & Associates believes that some of Anchem's recent customer losses are attributable to existing and prospective Southern California environmental regulations which are already among the toughest 1n the u.s. 

A significant issue and potential problem currently being 
addressed by Anchem is the possibility of soil and/or groundwater chemical pollution at the Santa Fe Springs site. Anchem now holds an "interim" permit from Los Angeles County to operate underground storage tanks (USTs) and is seeking a permanent 
hazardous waste use permit. The possibility of contamination is also a critical issue in the proposed property ownership transfer. 

Angeles has retained an environmental consultant, SCS Engineers, to investigate for UST and other contamination and,. if such exists, estimate the clean-up costs and suggest remedial programs. SCS's analysis and findings will not be available for several months or possibly longer. Based on their general professional knowledge and experience at sites similar to Anchem's, scs believes that clean-up costs could run from $75,000 to $300,000 over an unspecified but possibly extended timeframe. At worst case, J:emedial expenses could be significantly greater. 
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Factors mitigating against large clean-up expenses include these: 

• The Company has not experienced any major fluid losses 
over time, according to management. 

• It is a relatively new operation. 

• Much of the operating surface is covered with asphalt, 
minimizing the effects of surface spills or leaks. 

Anchem does not have environmental liability insurance nor has it established any reserves. Under the principle of joint and several liability, as Menke & Associates understands it, the Company and the real estate partnership may share the burden of remedial expense, which point is subject to negotiation and arbitration between these two parties. 

Even if there are no material clean-up costs, Anchem could incur an estimated $75,000 to $100,000 of additional operating expenses, in perhaps fiscal years 1990-91, to conduct testing and analysis, undertake retrofit work, and install metering devices. Anchem has hired and trained a full-time tank testing technician. 

At this point, Menke & Associates is unable to quantify Anchem's possible environmental financial exposure beyond the numbers discussed above. The potential liability is a consideration, however, in the valuation methodology and conclusion rendered herein, 

The Industry 

The November 1987 valuation study contains an industry overview which describes chemical distribution as a $10 billion-plus industry populated by about 1,000 companies, with the growth occurring at the large firms who can provide a broad level of services. Smaller regional distribution companies are losing market share to the large companies and face increasing difficul- · ties in competing effectively and surviving. The legal, safety, operating and financial challenges alone from the growing environmental laws and regulations may eventually overwhelm the small concerns. 

In its fiscal 1988 annual report to shareholders, Univar, the largest u.s. chemical distributor, provides this succinct outlook on the chemical industry which is still applicable: 
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"The Chemical 1ndustry: 
will become more global in nature 
distributors will become more important 
there will be consolidation among distributors 
computer technology/systems will become critical 

to business success 
there will be increased regulation and greater 

environmental safety awareness 
-- spent chemical management will grow in importance 
-- the demand for quality in products, in services, 
and in operating systems will continue to intensify" 

In its 1989 annual report, Onivar reconfirmed these trends by 
saying "the chemical industry is growing, the percentage of its 
output being sold by distributors is increasing, and we antici
pate that the number of distributors who share this increasing 
volume of business will continue to shrink," Univar's fiscal 
1989 sales of $1.31 billion were up 17% year-to-year. 

Financial Analysis and Review 

Anchem has provided Menke & Associates with financial statements 
for the fiscal years 1985-1989. These financial statements have 
been thoroughly examined and discussed with management. A copy 
of the Company's financial statement for the fiscal year ended 
April 30, 1989, prepared as a compilation by Arthur Buhlman & 
Co., CPAs, is attached as Appendix r. 
The results of our review and analysis of Anchem's financials are 
contained in the exhibits outlined below: 

Exhibit A -- Comparative rnoome Statement, FYl985-l989 
Exhibit B -- Comparative Balance Sheets, FYl985-l989 
Exhibit C -- Selected Financial Ratios, FYl987-l989 

The statement of cash flows in Appendix I replaces the statement 
of changes in financial position in the previous study. 

These exhibits are presented at the end of this section of the 
report. The following comments and observations are based on 
Menke & Associates' review and analysis of the Company's finan
cial statements. 

Exhibit A contains Anchem's comparative operating statement in 
terms of dollars and dollars as a percent of sales for the period 
fiscal 1985-89. Sales in fiscal 1989 fell 4.6% or $439,000 year
to-year to just over $9,000,000, the smallest dollar sale decline 
in the now seven consecutive years of sales fall-off.. This sales 
result is also reasonably close to management's year ago forecast 
that fiscal 1989 sales would be $9.5 million. This nominal drop 
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however somewhat masks the true erosion in Anchem's business. In 
calendar 1988 the Company estimates that gallons shipped were down about 17% year-to-year. Anchem on the average has been able 
to raise its prices about 12% in a coincident timeframe. 

On the other hand, chemical (refinery) prices are up an estimated 
like 12% producing a very nominal 1.3% drop in cost of goods sold 
to $6.9 million or 77.1% of sales in 1989 as opposed to $7 million or 74.6% of sales in 1988. Accordingly, gross profit 
dropped over 14% or $345,000 to $2.06 million and gross margins 
were 22.9% in 1989 versus 25,4% in 1988 and 26% in 1987, the best 
year in at least the last five. 

Anchem has made some significant progress in reducing operating 
expenses in the last two years. ln fiscal 1989 operating expen
ses dropped 11.8% or $294,000 to $2.2 million (24.5%) from nearly 
$2.5 million (26.4%) in fiscal 1988 and $2.6 million (25,1%) in 
fiscal 1987. In fiscal 1988/89 this was accomplished by reduc
tions in executive and employee wages, the latter by reason of 
personnel layoffs previously described and by declines in freight 
out, printing preparation expense, and advertising. The aggre
gate more than offset expense increases in some areas, most 
notably drum maintenance. 

The nearly $300,000 reduction in operating expenses almost offset 
the $345,000 decline in gross profit so that the operating loss 
in fiscal 1989 increased by $50,000 to $145,000 from $95,000 in 
fiscal 1988. 

Other income however fell a relatively sharp $84,000 to $105,000 
in fiscal 1989 reflecting lower drum "sales," dividend and mis
cellaneous income. (In fiscal 1988 the Company recorded a 
$30,000 "gain" in miscellaneous income from the elimination of 
some prior year double entry payable accruals.) Other expenses 
of $112,000 were only moderately lower than $123,000 in 1988 and 
both years reflect losses on the sale of the company's stock in 
the PAR fund. 

Accordingly, Anchem had a pretax loss of $152,000 in fiscal 1989 
up from $29,000 in fiscal 1988. After tax refunds in both years, Anchem recorded a net loss of $110,000 in fiscal 19,89 compared 
with a small $14,000 profit a year earlier. 

For fiscal 1990 management believes that the Company's sales have 
stabilized at the current $9 million level. !n the opinion of 
Menke & Associates and the appraiser, Anchem's ability to restore 
profitability is going to be inhibited by a number of factors 
previously discussed in this report but most specifically the 
expenses associated with the testing for possible underground 
storage tank contamination. Fiscal 1990 will be the last year of 
payment of the $57,500 annual consultant expense (in other ex
pense category) to former stockholder Rosenthal. Given the 
Company's achievement in reducing operating costs and excluding 
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testing and possible clean-up expenses, Anchem might b~eak even 
in 1990. 

Exhibit B contains a comparative balance sheet for Angeles 
Chemical for the five years fiscal 1985-89. 

The Company's balance sheet shows very little change from 
April 30, 1988 to April 30, 1989. For example, total assets 
were $3.04 million at April 30, 1989, down very slightly from 
$3.06 million a year earlier and $3.2 million at April 30, 1985, 

Importantly, cash and equivalent liquid investments increased 
$128,000 to $371,000 (12.2% of total assets) as compared to 
$243,000 (7.9%) at April 30, 1988 and the highest since $905,000 
(27.5%) at April 30, 1986. Changes in the other current asset 
accounts of accounts receivable, inventories and prepaid expenses 
were not material, so that total current assets at $2.49 million 
(81,8%) were essentially the same as the $2.4 million (79.1%) at 
April 30, 1988. 

Fixed assets at cost increased to .$1. 84 million from 
$1.72 million primarily as a result of the continued capitaliza
tion of drums discussed in last year's valuation study, The 
accumulated depreciation offset was also increased accordingly to 
$1.3 million from $1.1 million at April 30, 1988. Net fixed 
assets declined to $552,000 (18.2%) from $623,000 (20.4%). On 
the current depreciation schedule, these assets will be written 
off for book purposes within three years. 

Similarly, there were no significant changes in the composition 
of current liabilities except that total current liabilities rose 
$63,000 to $975,000 (32.1%) at April 30, 1989 from $912,000 
(29.6%) a year earlier, primarily as a result of a $135,000 
increase in accounts payable to $705,000 (23.2%), 

current assets and current liabilities have both declined over 
the last five years, reflecting the much lower level of Anchem's 
sales and business activity. 

Long-term liabilities increased a very slight $24,000 to a still nominal $37,000. shareholders' equity on the other hand declined 
$110,000 to just over $2 million from $2.1 million at April 30, 
1988 and the lowest since April 30, 1986. 

Exhibit c presents certain financial and operating ratios for the 
fiscal years 1987 to 1989. Working capital at April 30, 1989 was 
$1.51 million, almost exactly the same as a year earlier. At 
April 30, 1989 the current ratio of 2.55:1 and the quick ratio of 
1.55:1 were still very strong. The inventory turn at 9.7 times 
improved somewhat from 1986 and was almost identical to 1987. 
Basically, the Company has no long-term debt. 
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Appendix I contains a statement of cash flows for fiscal 1989 which is summarized as follows: 

Nllt cash from: 
Operating activities 
rnvesting activities 
Financing activities 

Net increase in cash 

!!.ill 
(000) 

$~73 
106 
illl 

$361 

The statement reveals inter-entity financing activity with an affiliated company, Stallion Tank Lines. 

Menke & Associates' concluding observation on Anchem at April 30, 1989 is the same as a year earlier in expressing concern about Anchem's long-term business viability. The Company's debt-free position, solid current financial ratios and a reasonably liquid balance sheet provide management with a period of time to determine an ultimate resolution to the problems facing the Company, many of which are beyond management's direct control. 
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FVE 4/JO: 1989 

Si!lles $9,003 100.0\ 
Cos~ of s.nh::. 6,1)45 77.1 
Grou Profit 2.057 22,9 

Op•r~ting Expenses 2 ,if).) 24.5 

op~r&ti~9 Tn~ome (US) (1.6) 

Other Ineome 105 1.2 
Ott)«u: ixptan&ea 112 1.2 

l?retAx lncome ( 1~2) (1. 7) 
Provision for Tax~s __:!l . ; 
1\lvt Income (1.2\) 

Exhibh; A 

ComQaratiQ~ Income Statement 
F198S .. Q9 

(000) 

1988 1987 

$9,442 lOO.O\ $10,$~1 100.0\ 
7.040 74.6 7, 787 74.0 
2 '402 2$,4 2,13& 26.0 

!!,497 26.4 2,640 25.1 

( 95) ( 1.0) 94 .9 

189 2 .o 73 .7 
l2J 1.3 88 .a 

( 29) (. 3) 79 • 8 
_Jl . ; -L!.!l ( .1) 

,l\ .n 

SOURCI; COmpany fin~ncl~l statement' (Unaudited) 

1986 1985 

$12,129 lOO.Ol SIJ,sa 100.0\ 
9,909 81.7 U,296 82.2 
2,219 u.J 2, 224 6.2 

2,1 J6 17.6 l, 994 u.s 

BJ ·1 230 1.7 

180 L' 224 1.6 
48 .4 41 • 3 

215 1.8 414 3,0 
-.-..l.2.§. ) ( .6) --l.illl (1.4) 

),2\ l.6\ 
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ANG:ELtS CHl!lMICAL COMPANY 
Exhibit S 

com~D~ative Balanc~ Shii!Jl.! 
1985~89 

(000) 

hs. of Aptil 30: l989 l9BB 198? 1986 lU!i 

Current. As"ets l 
ca~ot"i ' Liq. tnv. $ 371 12.2 ... $ "' 7.~, $ 202 fi.2% s 905 27.5\ s 521 16.21 Accounts R~t;, 1,139 37.5 1,222 l9 .9 .t.J23 40.5 L, 288 3!),::! l, 591 49.6 
!nvento:t=~es 719 23.7 773 25.3 794 24.3 597 18.2 627 19.6 
Prepai~ Exp./Other ......ill 8.5 ____:!_!! 6.0 206 6.3 ~ 3.5 -.....f! 1.9 Total 2,486 a1.a 2,421 ?5J.l 2.>06 77.3 2,906 88.5 2,801 87.3 

Yixed Al!;l~ets @ Cost l ,844 l. 724 11601 1,089 1.026 
Aceut~~:. Depreciation ( l '29~) (1. 101) ..illil ..J.l.!.J!) ___1!li) ___till ) Net fixed Assets 5~2 la.2 623 20.4 7J"J 22.4 371 ll.) 397 12.4 

0\:h.;:-~ Al'iliets 1"/ . 5 8 . 2 8 8 

ToUl AS Stilts s:l,ole 100.0\ sJ,061 100.0\ $3,266 100.0\ $.l.28!i 100.01 ~:)I 207 100.0\ 

Current Liabilit~G5: 
Accounts Payable s 705 100.01. $ 570 18,6\ $ 609 l8. 6l $1 I 119 34.11 ;u.l20 H..9\ O.po:&its 119 

'· 9 
142 4.6 )98 5. 8 159 4. 8 143 4.4 Note Payable-ao~t~ 103 3.4 83 2. 7 193 5.9 

Accrued ~~penses 47 1.5 .ll6 3.8 68 2,l 49 1.5 69 2.' Inc:. Tax Payable --.Jn) (2.6) 92 2.9 Tot.d 975 ,J2 .1 912 H.a 11068 l2.7 1,240 37.7 i:'ffi 44.4 

L/'1' Li.abll.lti&s J7 1.2 13 .4 76 2.3 

Shareholder ~quity :.1,026 66.7 211.)6 69.9 2,122 li5.0 2,046 62.3 1.712 55.6 

Total Liablliti&s 
and Equity $] ,038 100.0\ $3,061 100.0% S3.266 101,),0\ $3,286 lOO.O% $3,207 lOO.O\ 

SOURO:~ Company fln~ncial atale~n~~ (unaudited), 

BR000950 



ANGELES CaEMICAL COMPANY 

Exhibit C 

S@lected Ratio Analysis 
FY1987-89 

Liguidity Ratios 

Cur .rent 
(Currant Assets divided 
by Current Liabilities) 

Quick 
(Cash & Accounts R@c@ivable 
divided by Current Liabilities) 

working Capital ($000) 

Sales/Receivables 
(Sales divided by 
Accounts R~ceivable) 

Sales/Working Capital 
(Sales divided by 
Working Capital) 

Cost of Goods Sold/Inventories 
(Cost of Goods Sold 
divided by Inventories) 

Coverage Ratio 

EBIT/Interest 
(Earnings before Interest 
and Tax divided by 
Interest Expense) 

Cash Flow/Maturity LTO 
(Net Income + Depr@ciation 
Expenses divided by Current 
Portion of Long Term Oebt) 

FY April 30: 1988 

2.5S 2.65 2.36 

l. 55 l. 42 

1, 511 1,509 1,458 

7.90 7.73 7.98 

6.0 6.3 7.2 

9.7 9 .1 9.8 

Neg. Neg. 5.2 

l. 05 2. 5 1.2 
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~xhibit c (cont.) 

Leverage Ratios 

Debt/Worth 
(Tot~l Li~bilities divided 
by Net WO!:th) 

Long-Term Liabilities/Worth 
(Liabilities over one year 
divided by Net Worth) 

Operating Ratios 

Percent Profit before Taxes/ 
Net Worth 

(Pretax Profit divided 
by AssE!!ts less 
Liabilities) 

Total Asset Turnovet 
(Sales divided by 
A.verag£! Total Assets l 

Return on Equity 
(Net Income divided by 
Averago stockholders' Equity) 

Return on Assets 
(Net Income divided by 
Average Stockholders' Equity) 

Neg. = Negative calculation 
Nom. !3 Nominal 

FY April 30: 

0.50 0.43 0.54 

Nom. Nom. 0.04 

Neg. Neg. 3. 7% 

2.95 2.98 3.ll 

Neg. Nom. 3,2\ 

Neg. Nom. 2.0% 
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IV. VALUATION 

In arriving at a minority interest fair market value 
determination for Angeles Chemical, Menke & Associates has con
sidered the relevant factors set forth in Revenue Ruling 59-60 
with regard to the valuation of closely held companies and in the 
Department of Labor's (DOL) proposed regulations on "Adequate 
Consideration" as they relate to the valuation of securities for 
Employee Stock Ownership Plan purposes. The following comments 
represent our findings with regard to those specific factors 
outlined in Revenue Ruling 59-60 and the DOL's proposed regula
tions on "Adequate Consideration" as they pe:ttain to the valua
tion of Angeles Chemical. The following references to Revenue 
Ruling 59-60 implicitly include the DOL's proposed regulations. 

Book Value 

Anchem's stated book value was $2,025,921 or $37.47 a share as of 
April 30, 1989. 

Normally, book value or adjusted book value is not afforded much 
weight or consideration in the valuation of an operating company 
such as Anchem. Such type companies are normally valued on 
earnings and/or cash flow capacity. Because of depressed oper
ating results, Menke & Associates chose to use book value as fair 
market value for ESOP purposes as of April 30, 1987 and used it 
as a valuation reference as of April 30, 1988 and 1989. 

Dividend History, Capacity and Probability 

Revenue Ruling 59-60 suggests that the appraiser consider 
dividends and dividend paying capacity in valuing closely held 
securities. 

The Company has not paid any dividends on its common stock and 
has no intention of changing this policy at this time. This 
policy is quite appropriate for a small, private company which is 
owned by shareholders who neither rely upon nor expect dividend 
income. 

Normally, earnings reinvested in the growth of the Company can be 
expected to earn at a greater return than dividend income invest
ed in other investment opportunities with similar risks and 
prospects. Consequently, shareholders will ultimately benefit 
from the current policy to reinvest earnings in the Company's 
growth rather than to pay cash dividends. 

The capacity to declare and pay cash dividends is a positive 
consideration. The decision not to pay dividends is not a nega
tive consideration. 

-16-

BR000953 



Comparable Companies -- Publicly Traded 

Revenue Ruling 59-60 suggests that the appraiser consider the 
market price of stocks of corporations engaged in the same or a 
similar line of business having their stock actively traded in a 
free and open market or over the counter. Menke & Associates has 
made an exhaustive search for comparable public companies which 
can be deemed to be similar to Anchem. No single company proved 
to be a worthy publicly traded comparable. Publicly traded 
companies are generally much larger and more diverse both geo
graphically and in business operations. 

One such large public company is Univar Corp. Univar is the 
largest u.s. chemical distributor with fiscal 1989 revenues of 
$1.3 billion. Van Water & Rogers, a Univar division, is a direct 
Anchem competitor, In fiscal 1989 Univar spent $2.6 million on 
certain environmental elective action regulatory matters and has 
reserves of $9.7 million for estimated remedial and other related 
costs. Univar's net income per share was $2.27 and cash flow 
(net income plus depreciation) was $3.87 for the fiscal year 
ended February 28, 1989. Univar's current ratio as of that date 
was 1.33:1; debt to equity was 0.9:1 and book value was $13.14 
per share. Return on sales and equity were 1.5% and 17.4% re
spectively. As of April 30, 1989, Univar common was trading at 
$29-1/2 or 2.2X book value, 13.0X earnings, 7.6X cash flow and 
14% of revenues. 

Normally, Menke & Associates would select a capitalization rate 
or Price/Earnings ratio by reference to P/E ratios for market 
indices such as the Dow Jones Industrials, Standard & Poor's 400 
and Moody's Chemical Industry composite. Since a capitalization 
of earnings methodology is not now being employed, such a refer
ence is not appropriate. Univar's market capitalization rates 
may be broadly referenced in the future although Univar is a 
substantially larger and much more geographic, customer and 
product diverse company. 

cash Flow and Earnings Capacity 

The prior ESOP valuations by Charles Stark, PC, appear to rely on conclusions derived from capitalizing five-year ave.rage of net 
income, aftertax cash flow and pretax available cash flow, among 
other methods. Aftertax cash flow is net income plus deprecia
tion or total source of funds. Available cash flow before taxes 
is pretax income plus profit share/ESOP contribution plus depre
ciation. Anchem's earnings and cash flow as just defined for 
FY1989 and its recent three-year average is shown below: 

Period 
FYL989 
FYl9B7-B9 Avg. 

Net Income 

($UO,OOO) 
(29,000) 

NOTE: Figures have been rounded 
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caah Flow 
Available 

$ 69,000 
181,000 

After Tax 

$101,000 
178,000 
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In a cyclical industry such as chemical distribution, it is 
normally appropriate to use five-year averages for valuation 
purposes as was done in the past. However, Anchem's steady 
decline in sales and profits indicates an alteration in the 
Company's basic operating circumstances. Consequently, the 
employment of historic five-year averages is not indicative of 
the Company's current and future income and cash flow. The 
appraiser therefore did not use these longer term averages and 
feels that a three-year average also may not be indicative. 

It is important to note that fiscal 1988 and 1989's net income 
and aftertax cash flow reflect a very small ESOP contribution, 
while there was a si2able ESOP contribution of $66,000 in fiscal 
1987. 

Anchem's fiscal 1990 cash flows may not exceed those of 1988, 
even if sales hold as management suggests, because of the previ
ously discussed environmental investigation costs. In July 1989 
Anchem made its last consulting payment to Arnold Rosenthal on 
his $57,500 per year fee. capital expenditures for a shrinking 
company may not be a significant element and are not provided 
for. 

Valuation 

Because of insufficient demonstrable earning power and moderate 
cash flow prospects, Menke & Associates and the appraiser once 
again must look to the balance sheet for valuation purposes as in 
fiscal 1988 when we employed a book value approach. 

Generally, capitalization of income and cash flow streams is the 
appropriate methodology for determining the equity fair market 
value of an operating company such as Anchem. The decision to 
primarily utilize adjusted book value is based on the factors 
discussed and Menke & Associates and the appraiser's experience 
and knowledge in deriving equity values of closely held compa
nies. 

For the instant valuation, the appraiser believes the stated 
book value of $2,026,000 should be discounted 5\ or $101,300 to 
reflect the opinion that fixed assets and inventory" would be 
liquidated at below book or carrying value. 

Since management has not provided Menke & Associates with 
specific current estimates of plant and equipment market value, 
the appraiser's 5% discount to an adjusted value of $1,924,700 is 
somewhat judgmental. At the valuation date, Anchem was essen
tially long-term debt free and working capital was Sl.5l million. 

Subtracting working capital of $1.51 million from the adjusted 
book value suggests the plant and equipment may be worth in an 
orderly liquidation $413,000 versus a book cost of $552,000. 
Part of this figure could also represent business goodwill and 
going concern value although economic worth of these elements, 
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which Menke & Associates has not attempted to otherwise quantify, 
is shrinking as the Company loses customers and sales. 

The indicated fair market value of $1,924,700 is 27.9X fiscal 
1989 available cash flow (CF) and 19.0X aftertax CF. It is also 
10.8X average fiscal 1987-89 available aftertax CF. These capi
talization rates are high and only provide marginal support to 
the value conclusion. 

As of the ESOP plan year which began May 1, 1987, the ESOP 
Committee changed its policy of paying terminated plan partici
pants in a lump sum to paying participants terminated for reasons 
other than retirement at age 65 in five annual cash pay-outs com
mencing on the first anniversary of termination. Terminated plan 
participants sell 20% of their stock in each of five years at the 
fair market value applicable for each year. Accordingly, the 
above derived value is discounted for restricted marketability by 
15% (increased from 10% in fiscal 1988) or $288,705 to $1,635,995 
or $30.25 a share (rounded) on 54,065 A and B shares outstanding. 
This figure is slightly above Anchem's working capital at 
April 30, 1989, which working capital basically accrues to the 
equity holders. 

Arguably, the restricted marketability and "liquidation" 
discounts should be greater than 15\ and 5%. However, the aggre
gate ESOP (minority interest) value has been reduced 37% in the 
four years between April 30, 1986 and 1999, an overall deflation 
which Menke & Associates believes properly and adequately re
flects the problems confronting Anchem and its ESOP participants. 

valuation Summary 
Angeles Chemical Co., Inc. 

Aeril Jo, 1989 

Stated aook valu~ 

Less Liquidation Discount (5\) 
Subtotal 

Less Marketability Discount (1$') 
~air Market Va!ue 

Per Share on 54,065 ShQte• 

R = Rounded 

Recent Stock Sale and Valuation 

$2,026,000 

101,300 

1,924,700 

288(705 

$1,635,99$ 

$30,25 (R) 

Revenue Ruling 59-60 suggests that arm's-length sales to 
knowledgeable unrelated third parties in the recent past would be 
a basis for valuation. 

There have been no such recent transactions. 
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V, CONCLUSIONS 

Based on out experience and general knowledge in determining the 
value of closely held companies and upon the consideration of all 
factors previously discussed, Menke & Associates is of the opin
ion that the fair market value of the outstanding common stock of 
Angeles Chemical Co. for ESOT purposes is $1,635,995 or $30.25 · 
per share as of April 30, 1989 on 54,065 A and B shares outstand
ing. This valuation is based on an adjusted book value approach, 

Specific positive factors concerning Anchem were its positive 
cash flow; still solid and long-term debt free balance sheet; 
reasonably liquid cash position; and effective cost reduction 
program. 

Unfavorable factors were seven consecutive years of sales and 
profit decline, a net loss in fiscal 1989, negative returns on 
capital and equity, uncertainty over the timing of an operating 
stabilization or turnaround, loss of middle management and mar
keting personnel, and the potential environmental clean-up costs. 

It is important to point out that this evaluation is specifically 
intended to establish a per-share fair market value for shares to 
be issued or sold to the ESOT. This report does not specifically 
address the evaluation of the Company as an entity. The value of 
the Company as a whole, with the attendant rights to control ·the 
direction and growth of the Company, to influence or control 
compensation and dividends, to change the management, to acquire 
other companies and/or business operations, to buy companies or 
new product lines, or to sell or merge the Company, may be 
greater than the total value implied by this evaluation. 

On the other hand, the value of minority interest shares held 
outside of an ESOT would probably be less than the value deter
mined in this report. An ESOT with a "put" option obligating the 
Trust to repurchase the shares held by participants provides a 
valid market for such stock. Minority interest shares held 
outside of the ESOT would by necessity be discounted by more than 
lS% taken here for their greater inherent lack of marketability. 

This valuation is as of April 30, 1989; and, since it is based 
upon recent financial statements, it should be valid for the near 
future. However, it is imperative to recognize that the dynamics 
of the industries served and general economic conditions can 
change and invalidate this evaluation. Federal regulations 
require that the Company's common stock be reevaluated at least 
annually for ESOT purposes. 
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ARCHER, BULMAHN 0. Co. 
C(AT&FI£P PI,Uli,.IC ACCOUNTANTS 

To the Board of Directors 
Angeles Chemical Co., Inc. 

e.z:o SOUTH LA~[ .A.VtNU£ · PAS.A.OENA, CALI,.OR:HIA Dll0f) 

We have compiled the accompanying balance sheet of Angeles 
Chemical Co., Inc, as of April 30, 1989 and the related statement of 
income for the quarter and year then ended, in accordance with 
standards established by the American Institute of Certified Public 
Accountants. 

A compilation is limited to presenting in the form of financial 
statements information that is the representation of management. We 
have not audited OI" pei"foi"med a review service on the accompanying 
financial statements, and accordingly, do not express an opinion or: 
any other form of assurance on them. 

Management has elected to omit substantially all of the 
disclosures and the statement of cash flows required by generally 
accepted accounting principles. If the omitted disclosures and the 
statement of cash flows were included in the financial Etatements, 
they might influence the user's conclusions about the company's 
financial position, results of operation, and cash flows. 
Accordingly, these financial statements are not designed for those 
who are not informed about such matters. 

avJ>-VJ, fJ ut,I<J~~ y G-. 
CERTIFIED PUaLIC ACCOUNTANTS 

July 10, 1989 
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ANGELES CHEMICAL co,, INC. 

CURRENT ASSETS 
F'ETTY CASH 
CASH IN BANK 

ASSETS 

CASH IN BANK - BORTZ 
CASH IN MONEY MARKET 
CERTIFICATE OF DEPOSIT 
ACCOUNTS REC~IVABLE 
ALLOW, FOR DOUBTFUL ACCTS, 

NET RECEIVM<LES 
ACCTS, REC, - STALLION 
ACCTS. REC. - OTHER 

-~· E::HPLOY!:E AI<VANCES 
INVENTORY - CHEMICALS 
INVENTORY - PACKAGING 
INVENTORY - PKG.-BORTZ 
INVENTORY - GASOLINE 
PREPAID INCOME TAX 
PR~PA!D INTEREST 
PREPAID PROPERTY TAXES 
PREPAID TANK TESTING 
PREPAID INSURANCE 
PR~PAID AUTO LEASE 
PREPAID CONSULTANTS FEES 
PREPAID PACKAGING 
DEPOSITS ON EOU!PHENT 
DEPOSITS PAID - CARBOY/POLY 
DEPOSITS PAID REG, DRUMS 
DEPOSITS PAID - PALLETS 

TOT~L CURRENT ASSETS 

FIXED ASSETS - AT COST 
OF"f'.ICE TRAILEf.: 
TF;UCI\S t AUTOS 
TANKS & PLANT EQUIPMENT 
FURNITURE & FIXTU~ES 
CONSTRUCTION IN PROCESS 
F'LANT 
!:•RUMS 

TOTAL FIXED ASSETS 

I<ALANCE SHEET 
UNAUDHED 

AF'RIL 30• 1999 

$ 1!'067~415.56 
(11,508.25) 

5'7•Sll.43 
Z.l3tOS6.40 
7S9r771.46 
206•361.76 

.oo 
340.712.78 
196.671.00 

LESS: ACCUMULATED DEPRECIATION 

NET FIXED ASSETS 

TOTo;L ASSETS 

$ 4C•o.oo 
123r394.06 
41.663.7/ 
5,617.03 

200rOOO.oo 

11055,907.31 
44•436.00 
3Br98S.4S 
5,154.88 

305,973.61 
lOBrOSl .b9 
304·0~5.43 

1.:!2~.72 
4Br561.00 
16,Hi6.47 

11897.::!6 
.oo 

1()9r7:!B.02 
77::St00 

Br811.0l 
49.184.1'!9 

120.00 
5,377.00 

j,Ot179.:5 
316.::!0 

lr844r384,83 
<1, 292, 39S. 44) 

SE~ ACCOUN)"ANTS ~OHF·TL ~,TTr>f\1 r,ro·nr,<T 

S:S1,9S6.3?' 

$ 3r038r421.4~ 

BR000960 



ANGELES CHEMICAL co,, INC, 
BALANCE SHEET 

UNAUDITEI• 
AF'R!L 30r 1989 

LIABILITIES AND CAPITAL 

CURRENT LIABILITIES 
ACCOUNTS PAYABLE 
ACCRUED TANK TESTING 
ACCRUED F'AYrWLL 
ACCRUED COMMISSIONS 
ACCRUED WDRKMANS COMF'. INSURANCE 
SALES TAX PAYABLE 
INCOME TAXES PAYABLE 
DRUM DEF'OSITS 
EMPLOYEE BENEFIT & WELFARE 
NOTES PAYABLE 
ACCRUED PROFIT SHARING 

TOTAL CURRENT LIABILITIES 

LONG TERM LIABILITIES 
NOTE F'AYABLE 

TOTAL LONG TERM LIABILITIES 

CAPITAL 
CAPITAL STOCK- $.10 PAR UALUEo 

loOOOoOOO SHS. AUTHORIZED, 
54o065 SHS, ISSUED & OUTSTANDING 

PAID IN CAPITAL 
RETAINED EARNINGS - BEGINNINGS 2o024·967.91 
NET INCOME OR ILDSSI (110.177.02) 

RETAINED E~RN!NGS 

TOTAL UoPITAL 

TOTAL LIABILITIES & CAPITAL 

$ 705;309.74 
5tl03.40 

12.479tl2 
21.135.21 

31074.95 
4._459.14 

300.00 
119.350.00 

1•144.37 
102o6S3,40 

.oo 

37o460.92 

5.406.50 
105.723.80 

1•914·790.89 

SEE ACCOUNTANTS COMPILATION REPORT 

$ 975~039.3: 

37.460.9: 

$ 3,038~·\21.4& 
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ANGELES CHEMICAL CO,, INC, 
STATEMENT OF INCOME 

UNAUI•ITEI• 
YEAR ENDED APRIL 30, 1989 

CURRENT 
F"EF: ror• 

SALES $ 2t.2ll~313.04 100.0 
-~------~-

COST OF SALES 1t669~583.35 75.5 
--~--~~---

GROSS PROFIT 'S41t729469 24.5 
~~--------

OF'Ef<ATING EXF'ENSES 
A[tMINISTRATIVE SALARIES 24,677.76 1ol 
DIRECT WAGES 74,763.09 3..4 
INDIRECT WAGES 5t360.3.8 .., ·-SALES WAGES 2lr242.89 1. 0 
OFFICE WAGES 21,045.35 1.0 
F'LANT EXPENSE llr532.B5 ~ ,., 
LAB EXF·ENSE lt522.68 .1 
TF:UCI\ EXPENSE 30,399.32 l. 4 
AUTO & TRAVEL 12,235.63 • 6 
FRElGHT-lN 19•444.90 .9 
FREIGHT OUT .20.267.79 • 9 
[•RUM MAINTENANCE 66t359.34 3.(l 
TANK TESTING EXPENSE 663.45 .o 
REPAIRS & MAINTENANCE 9~995.35 ~ . ~ 
S~jLES F·ROM. TRAVEL 2.805.08 d F·R INTI NG F"f:EF·. EXF·ENSE 4,785.36 .2 
OUTSit•E LABOR 16,328.79 .7 
EOUIF'MENT RENTAL 221.00 .o 
F:ENT 33, ~J·:JO. 00 1 • s 
OFFICE SLIF'F"Ll ES 3,385.78 .2 
COMF·UTER EXPENSE 2,734.57 .1 F'F:OFt::SS I ONAL SERVICES 12,593.76 .6 TAXES s LICENSES 5.156.28 ·2 F'AYrWLL TAXES 14.738.77 .7 BUSINESS F'ROMOTION 4o610,66 .2 A[tVERTISING 1t332.34 • l F'OSTAGE 1.400,94 .1 COMMISSIONS 2~·· 535.56 1·2 I<Ir:ECTDRS F'EES 2.250.00 • 1 r<ONATIDNS ..,.., '7"'"l .o ..:....:... ..... _ 
CASUALTY INSURANCE 23.338.26 1. 1 WOfiKME:NS COMF". INSU<;ANCE 7. 377.17 .3 GROUP INSURANCE 15,239.32 .7 rouEs & SUf<SCRIF·TIONS 1,379.61 • 1 

SEE ACCOUNTANTS COMPILATION REPORT ... ~· ···~········ .,,.,,_ . 

$ 9.002.717,29 100.' 
--~~~-----

6!'945,124.01 77; 
--~------~ 

2,057t593,28 .., .... ' --· 
-~-----~--

124.000.00 1.-
269.971.97 7 ' 

~·' 
48.687.97 .. 
77 ·' 825. 13 
98,748.SJ l ' -
35,359.~5 

5·195.60 
ll5t210.04 ..i. • ~ 

43r350.31 . '• 
72r478.50 • c 

115,.995.33 l . : 
158t6:26.34 l. f 

6.600.00 . -
.27t12l.ll " 16.461.48 
22,834.41 I -~ 

96,,2~.0.90 1 • : 
1r788.4~ . -

12.2 ~ 0(.!(1, O•:· 1.: 
10:1. c;>4o. ?S . ' 
ll,O:'~'lo51 • .! 
36r735.52 . " 
16•070.11 . -
49o771.43 . " 14.300.75 ·~ 
8r028.59 .1 
5,117.40 • 1 

92 >191. 66 l. ('-
9,ooo.oo •• 

18:2.32 "' '.'9.474.01 l. 1 
29.622.06 ·"' 72,782.62 n 

'" 4o894.58 .1 
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ANGELES CHEMICAL CO·• INC, 
STATEMENT OF INCOME 

UNAUI•tTED 
YEAR ENDED APRIL 30, 1989 

OPERATING EXPENSES-<CDNT'D) 
UTILITIES 

.TELEPHONE 
DEF·REC I A TI ON 
EMPLOYEE WELFARE 
UNIFORM EXF·ENSE 
I<ACI I•EBTS 
PROFIT SHARING EXPENSE 

TOTAL OPERATING EXPENSES 

OPERATING INCOME OR <LOSSI 

OTtiER INCOME 
DISCOUNTS EARNED 
(IEMURRAGE 
SALE OF ASSETS 
INTEREST INCOME 
I•IVIDEND INCOME 
MISCELLANEOUS INCOME 

OTHER EXF'ENSE 
INTEREST EXPENSE 
CONSULTANT EXPENSE 
LOSS CGAINI SALE OF STOCK 

n:;::T !NC.OME (rF (LOSS) 
f.£f"Crf".;:::: T~;..:ES 

PROVISION FOR TAXES 

NET INCOME DR CLOSS! t 

$ 

curmENT 
F'ERIDI• 

4r743.48 
5·971.10 

66~132.82 
2,519.34 

406. 12 
(40.891 

3r455.70 
--~-~-----
580r934.02 
----------
(39.204.33) 
-----~----

581.69 
986.2~ 

4lr835.44 
4·896 .• 01' 

.oo 
8·931.40 

---~~-~~~~ 

57t230.S7 
----------

1t42.8.36 
14,375.01 

.oo 
~----------

15,803.37 
--~----~~-

>-;-.=:::::!. ~-7 

Lf2~560.0V 
------·~---

44·783.17 

., 
'· 

.2 

.3 
3~0 

• l 
.o 
.o 
.2 

"' . ., ..:...0 ..... 

( 1. 8) 

.o 
• 0 

1.<;> 
~ ·-.o 

.4 

~.6 

.1 

.} 

.o 

.7 

• 1 

1 ~ . ' 
2 .. 0 

::;:;::;:;:::;:;~~~~=:.:- ;;;::::::!Z::~~ 

SEE ACCOUNTANTS CDI\P ILATION r~EF"Of<T 

$ 

YEAR 
TO DATE 

18.438.49 
23f136.76 

2llr263.60 
8r542,46 
2r322,98 

906.98 
9'S45.67 

~~------~-
2>202,817,84 

-----~~---
(145,224,56) 
----------

4,441.7? 
3t438 .. 75 

4lt835.44 
18,188.11 
4·608.75 

32,167.97 
----------
104,0:·t'·0.81 
--------~-

8,7C1 4 .. 44 
s7~soo~c·4 
45 t ~~88. 79 

----------
111.893.;27 
---------~ 

(152~.337.(,:) 

42 ,;:ot.C>. 00 
-------~--

$(110.177.02) 
~-~-----------------

"' " . 

:::4.' 

( j . 

. . .. ~ 
. " 

: 

1 . . -

I : 

-~---

(! -·-· 
~~~:;:::-
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~.,..;.-

_, 
ANGELES I:HEMlCAl-. CCMI"ANY, JNI:CRF'ORAT&:D 

STATEMENT OF CAS~ FLOWS 
<U""udit.,dl 

FOR THE YEAR ENDED APRIL :3(.•, 19$9 

CASH f"LOWS FROH OI"ERAT!NG ACTIVITIES: 
CASii AECEIYED F'f<OM CUSTOME~!l 
CASH PA!D TO SUPPLIERS AND EH~·LOYE:ES 
OTKER RECEIPTS 
INTEREST AND DIVIDENDS RECEIVED 
INTEREST PAll:> 
INCOME TAXES REFUNDED 
HJCON£ TAXES !"AID 

NET CA5H PROVIDED BY OPEF:ATlNCl ACTIVITIES 

CASH FLOWS FRO~! INVESTING ACTIVITIES• 
PROCEEDS FROM SALE OF EOUtP~ENT 
Pf~OCE!Zt>S FROM SALE OF SECUF< IT IE 5 
P~,YM!NTS FOR PURCHASE 01"' FlXED AS5ETS 

NE:T (;ASH PROVIDED &Y !'I':IVE.ST;NG ACTtVtT!ES 

t;ASH I'>LOl~S FROM F I N~ZoNC H~G ACTl ~·IT I ES: 
PF::<CEED FROM NEW E<OR;::OW I NGS 
PFdN!:IPA~ PAYMENTS ON C!!..!iSH<til:·ING OEitT 
LC>O::.IJS TO ~MF·LO¥E0:5 
tC~kECTIO~ OF EMP~CYEI LOAN! 
LC<A,,S TG OTHEI"'$ 
CC\ .. L.t:CT lOt\ OF" I...CA!'-S V:ROM OTI-Ii!F>S 
L.t11WS TO STAL.L.ION TAN!': LINES 
CG:..LECT!ON 01'" L.OAOiS FRO!", SH<l..L!Oi•J 

9,186,3!4.97 
( e, 'i'o.a, 51.>1.. a> 

3:';,601!..?2 
22,7<(<,.51.> 

9,?(1:...23> 
!50,?139,0) 

901.00) 

9 J ~t;.l(i • ('11:,1 

~9~.094.03 
'15,079.52) 

l 7~,9lb, CC· 
141.1:S:;.<?!i 
1 :;~<;>,F.!:? I:. v<:•) 
'il '9~':J' (•(; 

C:C•' ~(:';' • r.~r..:· > 
:::-~~, u:;s. ~~ 

liS, ~'?7. Cf.n 
107' 4~!·. ~-1 

---- .... ----------
r~t~T : ~.::·p:;:C:~~:;: IN C~S~i :;uc,,H~G iME. Y5.A:C.· 
C.~2r-: ~"':" E"E~:~~r~lNG OF '':'E..:o:F· 

~,£:C:i:·~C1Ll~'"fi0~.; c:z ~.1 ;:1 l;·iC::::.~""~E: TS• NE:T CAS.'"": 
F·F;:JVHJE_tr E·V CF'EM'~Tl:JQi .':::T::: ... ·I"flES 

NET :r;:::OME (LOS!! l 

~O:tU!:TMENTS Ti:i REcor.;:: II .. E NE! lN:OME TO NET CASH 
F'RO'.'lf.<f;:D l'"r Ci"EF:ATH;G ACT;\I!TlO:S: 

Dt:""R~C 1 AT l OrJ ' 
(~iAlNl 1.05$ ON Sf,LE OF IH;>~!~I1F::NT 

LOSS ON SALE OF SECUP.iTlES 
CHANGE !N AIS~TS AND LlAI!LlTlE!: 

ACCOUNTS RECEJVAILE 
lNVENTCI<IES 
PREPI\ID EXF"E"NSES AND DEH•S!TS 
ACCOUNTS PAYAE:LE 
CU5T011ER Di<POSITS ( 
ACCRUED EXPENSES ( 
INCOMI!: TAXES 

TOTAL ADJUSTMENTS 

NET CASH "'ROVIDE:P &Y OF'ERAT lNG ACTlVITIE5 

,_, __ ----· .... - ... ·-- ......... ~ .... •• ................................. pr, ... 

:;.6~ .• ?! :. 4'7' 
to~:s:.:::,.z:-;-

18?~~.t;?.b8 
53~ 6,~,!:, ~ "::: 
79) c~.::!r.l~ ecr} 

!34,'?l3.1;7 
~;: ~ 75:.;3. (J•")) 

~t),!:75.6~l 
?,t..~7.Cl(l 

383o5U!.l9 

1!!73. :n:::. 1 b 
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QUALIFICATIONS OF MENKE & ASSOCIATES, INC. 
APPRAISAL SERVICES STAFF 

Eric M. Bramstedt 

Eric Bramstedt has over 25 years expedence in the field of 
financial analysis, equity evaluations, securities analysis and 
investment banking. Re has prepared well over 200 business 
valuations on closely held companies for merger and acquisition, 
gift and estate taxes, Employee Stock Ownership Plans ( ESOPs), 
incentive stock option plans and others. These valuations have 
covered a broad industry scope of closely held and public 
companies including several Fortune 1000 listings. Mr. Bramstedt 
possesses in-depth knowledge of ESOP functions and valuation 
through seven years of extensive experience with three leading 
ESOP design and valuation firms - Menke & Associates, Kelso & 
Co. and Houlihan, Lokey, Howard & Zukin. 

Mr. aramstedt holds a bachelors degree in Economics f~om Stanford 
Oniversity and is a Chartered FinancJ.al !lnalyst (CFA). His 
professional affiliatione include membership in the Security 
Analysts of San Francisco, the Financial Analysts Federation, and 
the Valuation Roundtable of San Francisco. 

Bryant J. Brooks 

Bryant J. Brooks has an extensive background in corporate 
finance, venture capital, investment banking, and mergers and ac
quisitions. Mr. Brooks was President of. Bay Equities, a venture 
capital firm, from 1972 to 1974. From 1968 to 1972, Mr. Brooks 
was President of Boothe Computer Investment Corporation, also a 
venture capital fi(m, Prior to that, Mr. Brooks was Vice Presi
dent and Treasurer of Continental Capital Corporation, a publicly 
held Small Business Investment Company. 

Since 1975, Mr. Brooks has prepared evaluation reports for a wide 
range of small and large companies. The clients represent a va~ 
riety of manufacturing, distribution and service organizations -
including a number of high-technology companies. 

During 1982, Mr. Brooks served for nine months as pre-term 
President of a publicly held savings and loan holding company. 

Mr. Brooks also teaches graduate level finance courses at Golden 
Gate University in San Francisco. 

Mr. Brooks was graduated Phi Beta Kappa from Yale University in 
1950, receiving a B.A. degree in Economics. He received an 
M.B.A., with Distinction, from Harvard University in 1955. 
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Raymond G. Hogue 

Raymond G. Hogue has performed appraisals of privately held 
businesses on a full-time basis since 1982. Prior to 1982 
Mr. Hogue served as accounting and software manager for a 
contract software development company. Since 1982 Mr. Hogue has 
performed business appraisals for over 100 privately held com
panies involved in manufacturing, distribution, retailing and 
service with sales ranging from $1 million to $80 million. He 
has prepared valuations for a variety of purposes including 
estate planning, Employee Stock Ownership Plan, stock option and 
stock bonus. Securities valued by Mr. Hogue include common 
stock, preferred stock, and convertible debt. 

Mr. Hogue graduated from San Jose State University in 1980, 
receiving a B.S. degree in finance. In addition, he was chosen 
as the outstanding graduate of the San Jose State University 
School of Business Class of 1980. Mr. Hogue is a director of the 
Business valuation Roundtable of San francisco. 

Robert M. Ireland 

Robert M. Iteland has an extensive background in securities 
valuation, corporate finance and venture capital. Prior to join
ing Menke & Associates, Mr. Ireland was a Vice President and 
General Partner of Kelso & Company, Inc., an investment banking 
firm which specializes in Employee Stock Ownership Plan (ESOP) 
financing techniques. Mr. Ireland is an experienced professional 
in securities valuation, in the financial design of Employee 
stock Ownership Plans (ESOPs), and in the planning, design, 
structuring and implementation of leveraged buyouts. 

Prior to his association with Menke & Associates and Kelso & 
Company, Mr. Ireland was a consultant to Transamerica Corporation 
and Memorex Corporation in the areas of corporate finance and 
capital markets during their computer industry antitrust litiga
tion. From 1970 to 1974, Mr. Ireland was a Security Analyst at 
BA Investment Management Corporation, a subsidiary of Bank of 
America NT&SA. He is a member of the Financial Analysts Federa
tion, the Security Analysts of san Francisco, and the American 
Manasament Association. 

Mr. Ireland graduated from Stanford University with an A.B. in 
Economics in 1965. He received his M.B.A. in Finance from the 
University of California at Los Angeles in 1967, followed by two 
years of service in the u.s. Army as a Contracting Officer at the 
u.s. Army Electronics Command in Ft. Monmouth, New Jersey, and 
the Republic of Vietnam. 
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David L. Klemm 

David L. Klemm has had extensive financial management and 
corporate finance experience with large and small firms. 

He has served as . Vice President-Finance and Administration of 
Reserve Oil & Minerals Corp., an $80 million OTC company, as well 
as Vice President-Finance of Array Technology and Integrated CMOS 
Systems, Silicon Valley start-up companies. 

Earlier in his c<~reer he held corporate finance positions with 
LTV, Inc. of Dallas, Utah International, Inc. of San Francisco, 
and Triad Systems of Sunnyvale, California. Along with handling 
the various corporate finance tasks at these companies, he was 
involved in merger, acquisition and divestiture activities, 
including the valuation of acquisition candidates. 

Mr. Klemm received M.B.A. and J.D. degrees from the University of 
California at Berkeley. 

Everett A. Mathews 

Everett A. Mathews graduated from the University of California, 
Berkeley, with a B.S. degree in Finance. Prior to 1971 he WCI$ 
employed as a commercial loan officer by Security Pacific Nation
al Bank in their San Funcisco Main Office with responsibility 
for lending to businesses. Since 1971 he has specialized in 
financial analysis and the valuation of closely held businesses. 

John t. Scripps 

John Scdpps has 20 years of extensive experience in corpotate 
financial and general management as well as business valuation. 

Following several years as a Systems Analyst in the Office of the 
Assistant Secretary of Defense for Systems Analysis in 
Washington, D.C., he rejoined the private sector where he has 
served for almost 18 years as the chief financial officer of 
three private companies. In that capacity, Mr. Scripps has 
directed the financial affairs of manufacturing and service 
companies ranging in size from a venture capital-financed 
"startup" to an establish"'d 85 y"'ar-old company producing annual 
sales approximating $100 million. 

Subsequently, Mr. Scripps has specialized in the valuation of 
closely-held businesses. He has prepared business valuations for 
a wide range of companies in manufacturing, service; and distri
bution industries nationwide. He has pr.,.pared valuations for a 
number of purposes, including gift taxes, estate taxes, employee 
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stock ownership plans, and for acquisitions and dispositions of 
controlling interests in companies. 

Mr. Scripps holds an M.a.A. degree in Finance from the Stanford 
University Graduate School of ausiness Administration and a B.A. 
degree, also from Stanford University. 

Donald J. Tubb 

Donald J. Tubb has varied and extensive experience in general and 
financial management as well as in corporate finance and business 
valuation. Mr. Tubb is a retired Air Force officer with 22 years 
service as a pilot and operations/logistics manager. Subsequent
ly, as a Vice President in the Wells Fargo Bank Corporate Finance 
Department, he performed stock valuations and assisted in corpor
ate planning, mergers/acquisitions and private placements for 
bank customers. He has also served as CFO of a manufacturing 
company and formed his own consulting firm to provide valuation 
consulting and corporate planning services to corporate clients. 

Mr. Tubb received an M.a.A. degree in Finance in 1973 from the 
University of California at 8erkeley and a IJ.A. in 1955 from 
Oklahoma State University. 
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BRAIIISTI!:DT 

Qualifications of 
Bra•ate~t & Aaaociat.s, lno. 

Eric M. Bramstedt, CFA, has over 30 years experience in the tield 
Of financial analysis, equity evaluations, securities analyst• and ..• 
investaent banking. From 1967 to 1977 Mr. Bramste~t was a senior'" 
security analyst and of~icer of two h1'l l'rancisco balled in•titution
al research firms. He haa prepared well over 300 business 
valuations on closely held coa~nies far ma~er and acqul5ition, 
girt and estate taxes, Elllployee Stoelr. ownership Plana (BSOPa) , 
incentive stock option plans and others. These va.luations have 
covered a broad industry scope of closaly held and public o~panies 
including several Fortuna 1000 listings. Mr. Bra11atedt possessu: 
in-depth knowledge of ESOP f'unctions and valuation throuqb twelve 
years of extensive experience with three leading ESOP design and 
valuation fiE'llls--Menka ' Associates, Kelso ' co. and Bouli.ban, 
Lokey, Howard 4 Zultin. This experience includes work f'or an 
~lQ7ee coalition's proposed ESOP buy-out of Ea.stern Airlines. 

Mr. Bra.stedt is an ind~stry apecia.list in transportation, 
particularly t:ruckin9. As such, he has investigated the operations 
and appraised the business values of several hundred motor ca.rriers, 
many of which are located in California. Clients have included 
ma.jor dOllleatic and international transportation companies for 
acquisition and investment bankinq and other applications. 
Mr. Bra•stedt is Director of the PCTB Consulting Group, a diviaion 
of the Pacific Coast Tariff Burea.u of San Francisco. As such, he 
is editor of CAL-TIPS, an annual operating and financial study of 
the california less-than-truckload bualn$88. . 

Mr. Bramstsdt is a Chartered Financial Ana.lyat {CFA) and a m~er 
of the Institute of Chartered Financial Analysts, the Association 
for Investment Management and Ra•earch, the Transportation Research 
Forum, the Valuation Roundtable of San Francisco, and the Pacific 
-Coast Aocountinq and Finance Council. He holds a Bachelor's Degree 
in Economics fr010. stanford university. He has written article& for 
industry periodicals 1md made public •peak.ing appearance~;~ on 
transportation topics. Mr. Bramstedt has appeared as an expert 
witness before the California Public utilities Conmission and in 
civil court on matter& of economic damages. 
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- M.r.. Laurence t; ~ Lyon · 
Menke & Associates, ~nc. 
111 second Straet 
San ~ranQiaco, california 94105 

June 19, 1987 

llno::losed h the dqned acceptance o:l: yc:ror firm' a proposal to perfom the 

annual stock appraiaal of our Company, along with ~ check for $2,000.00 

per the proposal. Additionally, .W uaillt y()l,t in the evaluation of the 

1) ~ apreaasheet comparison of the past five year$ income statements. 

2) Copies of the financial atatements for the yeara 1983, 1994, 1985 
& 1986. 

3) copies or the corporate tax returns for the y~are 1983, 1984, 1985 
& 19116. 

We hope this infomation will enable your fim to provide us with the 

current $toek appraiaa1. lf additional information i& needed, please give 

us-a .call. 

Sinceraly, 

VI""'-"" 7JII'/i--.,t,,'' ~ ... 
.. Jamee: X.. F'.r()el ioh 

Aceow>tan1; 
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,_4'/';,d,. ~ ,>at;,~.,Na/e.:~, Jl£c. 

November 15, 1987 

CONFIDENTIAL 

Board of Directors 
Angeles Chemical co. 
P.O. Box 2163 

'il!......--~ .~-.. ;./ 'i!:...../mA.o 

H.l" $"...._.- .9J....r 
..9'. .jl;,z,.~N-b. ~Jy"-... .. q .um.r 

,4.r{l .FU-J<>P(J 

Santa Fe Springs, California 90670 

Gentlemen; 

You have requested we establish the fair market value of the 
common stock of Angeles Chemical Co. for Employee Stock OWnership 
Trust (ESOT) purposes as of April 30, 1987. 

Our evaluation places a fair market value of $39.25 a share on 
the 54,065 Class A and B common shares outstanding as of 
April 30, 1987, This evaluation is equivalent to the Company's 
stated book value as of that date. The valuation conclusion was 
orioinally transmitted to you by letter on September 11, 1987. 

This valuation determination is based on facts and events 
existing in the Spring of 1987 at the Company, in the chemical 
distribution industry, the general economy and the equity and 
financial markets. Accordingly, it is not appropriate to reflect 
any possible impact on the Company's business or the valuation 
conclusion from the historic stock market drop in mid-october 
1987. 

As just suggested, earnings prospects can change, as can the 
general economic climate. Federal regulations require that the 
Company's common stock be reevaluated in any subsequent year in 
which ESOT transactions are contemplated. 

Very truly yours, 

MENKE & ASS~IAU:.:N~.l 

C-.;. f'l(. ~ 
Eric H. Bramstedt 

EHB;ew 

BR000974 



I. INTRODUCTION 

Angeles Chemical Co. (Anchem or the "Company") has requested 
Menke & Associates render its opinion as to the fair market value 
of the Company's common stock in connection with transactions 
involving the Company's Employee Stock Ownership Trust (ESOT). 
This valuation is based on financial data provided us for the 
five years and April 30, 1987 and is equivalent to Anchem's 
stated book value as of that date. This methodology is employed 
because the Company's currently depressed earnings level makes it 
difficult to ascertain representative earnings for purposes of 
applying a capitali3ation of earnings approach, 

In that regard, Menke & Associates places a fair market value as 
of April 30, 1987 of $2,122,104 or $39.25 per share on 54,065 
Class A and B common shares outstanding as of that date, 

Anchem is a closely held corporation with no present market for 
its common stock. It is a regional Southern California liquid 
chemical distributor whose products are primarily used in indus
trial and commercial coating applications. Sales in fiscal 1987 
were $10.5 mil. where they may be stabilizing after a five year 
decline. Anchem is profitable with a strong balance sheet. 

Scope of the Valuation Study 

The purpose of this valuation study is to determine the fair 
market value of a minority interest in the common sto~k of Anchem 
as of April 30, 1987 for transactions involving the Company's 
Employee Stock Ownership Plan. 

I.n performing this valuation study 1 a variety of data and 
assumptions were used. The finan~ial information on past per
formance was gathered f~om the financial statements of An~hem as 
prepared by its accounting firm for the past five years. We have 
included in Appendix I a copy of Anchem's most recent financial 
atatement, for the year ended April 30, 1987, 

Projections of expected future financial performance through 1988 
were p~ovided by management, The appraiser visited the company's 
facilities in Santa Fe Springs, California, Interviews were held 
with membe~s of management and with certain outside sources with 
regard to the chemical distribution industry and Anchem's rela
tive position within the industry. 

ln ascertaining the value of the Company, published data on 
publicly traded companies was utilized in an effort to find 
comparable companies. There were no companies which were found 
to be directly comparable. 

-1-
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Prior ESOP Valuations 

Anchem's ESOP was established during fiscal year 1984 as a 
conversion from pre-existing profit sharing plan. Previous ESOP 
valuations were prepared by Charles B. Stock, Jr. PC as follows: 

li'air Market Value Number of 
Rate Aggregate /Fe.£. Share A&B Shares --;rp;; h ~I I'J.f1 .,. 1-.;1"'-':>.J;;;z ' I>Jl-"AT ."-... ::1 "{, • ou 
April 30, 1986 $2,600,000 S 48.20 )') 54,209 
April 30, 1985 2,500,000 48.20 51,867 
January 1, 19~4 2,250,000 3,750.00 . 600 

\ 

=L~i~m~i~t~a~t~i~o~n~s~o~f~~t~h~i~s~V=a~l~u~a~t~i~o~n 

In preparing this valuation, Menke & Associates relied upon and 
assumed the accuracy and completeness of all financial, statisti
cal and other information provided by Anchem. Menke & Associates 
also considered information based upon other publicly available 
sources which it believes to be reliable, however Menke & Asso
ciates and the appraiser do not guarantee the accuracy and com
pleteness of such information and did not independently verify 
the financial statements and other information. The appraiser is 
not aware of material omissions or understatements which would 
affect values contained in this report. The fair market value 
arrived at herein represents the appraiser's considered opinion 
based upon the facts and information presented to him. NO legal 
opinion is expressed by this report and its accompanying docu
ments. 

This appraisal is intended for the purpose(s) stated herein. Any 
other application by the Company, its shareholders and others may 
not be applicable. 

Neither the appraiser nor Menke & Associates, Inc. has any 
present financial interest in Anchem, and the fee for this valu
ation is not contingent upon the values determined. The qualifi
cations of Menke & Associates to undertake this valuation are 
summarized in Appendix II. 
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II. VALUATION PROCESS 

The stock in this valuation has been evaluated based upon: 
(1) the pertinent principles, regulations and guidelines of the 
Internal Revenue Service; (2) analysis of the Company's financial 
statements; (3) thorough discussions with management; and 
(4) analysis of relevant industry conditions and other factors. 

Definitions 

The following terms will recur throughout the valuation and 
should be understood by the following definitions, except as 
otherwise noted: 

Fair Market Value -- The Internal Revenue service has 
defined "fair market value• in Revenue Ruling 59-60, issued 
in March 1959, as: 

• ••• the price at which the property would change 
hands between a willing buyer and a willing seller 
when the former is not under any compulsion to buy 
and the latter is not under any compulsion to 
sell, both parties having reasonable knowledge of 
relevant facts. Court decisions frequently state, 
in addition, that the hypothetical buyer and 
seller are assumed to be able, as well as willing, 
to trade and be well informed about the property 
and concerning the market for such property.• 

This definition is widely accepted and used in courts of law 
and in tax literature and is the most widely used approach 
in valuing closely held securities. It is the basic defini
tion upon which we have relied in determining the fair mar~ 
ket value of the Company's stock. Revenue Ruling 59-60 was 
issued for estate valuation purposes, but is not limited to 
that use. It serves as a guide in virtually all valuation 
situations requiring the determination of fair market value. 

Pretax and Pre-Contribution Earnings -- Pretax earnings 
refer to earnings or income before federal, state and local 
income taxes. Pre-contribution earnings refer to pretax 
earnings before discretionary employee benefit plan contri
butions. 

ESOP -- Employee Stock Ownership Plan and ESOT -- Employee 
Stock Ownership Trust refer essentially to~ same entity 
and for purposes of this valuation can be considered inter
ehangeable. 

-3-
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IRS Guidelines 

In general, a company whose securities are traded in volume by 
informed persons in a free and active market has its fair market 
value determined continuously, The prices at which the securi
ties of such a company trade are a reflection of the collective 
opinion of the investing public as to what the future prospects 
of the company are at that point of time. However, when a stock 
is traded infrequently, or is traded in an erratic market, or is 
closely held, such as in the case of Anchem, some other measure 
of value must be found, 

The Internal Revenue Code of 1954, Section 203l(b), specifies 
that the value of stocks and securities of corporations not 
listed on an exchange or freely traded • ••• shall be determined by 
taking into consideration, in addition to all other factors, the 
value of stock or securities of corporations engaged in the same 
or a similar line of business which are listed on an exchange.• 

Revenue Ruling 59-60, issued in March 1959 for estate valuation 
purposes and extended to include the determination of fair market 
value of closely held businesses for income and other tax purpo
ses by Revenue Ruling 65-193, further develops a set of eight 
criteria which, while not all-inclusive, are fundamental to the 
appraisal of the fair market value of closely held companies. 
They include: 

History of the Company and Nature of Its Business -- The 
determination of the degree of risk of a company in relation 
to other companies in its industry requires a review of past 
trends and the subject company's stability or instability in 
the marketplace. Depth and longevity of management, secon
dary management strength, and turnover of the labor force 
are important. The condition of the company's facility, 
trends in its industry, etc. also help to determine the 
degree of risk. 

Bconomic Outlook in General and Condition and OUtlook of the 
Industry in Particular -- Economic conditions in the trading 
arena in which the company operates are of primary impor
tance, but nationwide economic trends, and in some instances 
international economics, may have favorable or adverse 
effects on an industry or a company. The intermediate and 
long-term future of the industry and the company's competi
tive position in the industry have an important effect on 
the value of the company. A valuation would be incomplete 
without a careful analysis of the economic climate in which 
the company must perform. 

Book Value of the Stock and Financial Condition of the 
BuGiness -- Any company must be financially structured to 
respond to the opportunities available to it or meet with 
failure. Inadequate capitalization, overpowering debt, 
inefficient operations, inadequate expense control, and many 
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other negative factors can defeat the effectiveness of the 
company in its industry. A study of capital and operating 
ratios and their relationship to comparable companies is a 
necessary part of .the valuation process. Although "Book Net 
Worth" or "Book value• in inflationary times has little 
effect upon the determination of fair market value, since 
many assets are often worth more than stated book value, 
book value does establish a base from which adjusted values 
can be calculated. 

Earnings Capacity of the Coapany -- Simplified, "the value 
of a company to any acquirer is the future stream of earn
ings which he may expect to receive from the company.• A 
review of the past is a foundation for future expectations. 
Further, the Appraiser must review the past to search for 
extraordinary events which give rise to over and understate
ment of past earnings. Primary emphasis should be given to 
the most recently experienced earnings. 

Dividend Paying Capacity -- The ability to pay dividends 
must be examined, whether dividends are paid by closely held 
companies is not important. Tax laws discourage dividend 
payments by private companies, but dividend capacity is 
evidenced by excess liquidity, relatively high levels of 
executive salaries, bonuses to shareholder-employees, and 
other generous employee benefits. 

Wbether or Rot the Enterprise Bas Goodwill or Other 
Intangible ASsets -- Reference is not made to the accounting 
definition of goodwill. A record of profitable operations 
in a trading arena, the reputation of the enterprise, the 
ownership of patents or trademarks, and the prestige of the 
firm better define goodwill. In the selection of Capitali
zation Rates, Discount Rates and Price/Earnings Ratios, the 
Appraiser should reflect the existence of goodwill, "nega
tive goodwill" and other intangibles. 

Sales of Stock and Size of the Block of Stock to be 
Valued -- The relationship of the parties to a transaction 
may be more important than the price at which the shares are 
traded. Arm's-length sales to knowledgeable, unrelated 
third parties in the recent past would be a basis for valua
tion. The Appraiser should discount private transactions, 
and transactions controlled by restrictions such as those 
contained in buy-sell agreements, unless there is evidence 
of independent third party negotiations. Discounts for 
minority blocks and premiums for control blocks of stock 
should be applied depending on the size of the block 
involved. 

-5-

BR000979 



The Market Price of Stocks of Corporations Engaged in the 
Same or a Similar Line of Business Saving Their stocks 
Actively Traded in a Free and Open Market or Over the 
Counter -- Revenue Ruling 59-60 emphasizes that the stocks 
or securities of public companies used as market comparables 
be •actively traded to the public.• Therefore, the Ap
praiser should look for comparable companies first on the 
New York Stock Exchange, second on the American Exchange, 
a·nd, finally, on the Over-the-Counter Market. Basis for 
comparability would be provided by product mix, similarity 
of market, sales trends, and operating and financial 
ratios. Industry statistics, where applicable, are also 
helpful to the Appraiser. 

The Effect of ESOP Contributions on Fair Market Value 

Anchem's ESOP was established during fiscal (April) 1984. 
Company made a $65,000 cash contribution in fiscal 1987, 
annual contributions were in Class B common stock. 

The 
P1:ior 

The implementation of an Employee Stock Ownership Plan may have a 
material effect on the profitability and cash flows of a business 
enterprise. The effect on profitability and cash flows can, as a 
consequence, directly impact the fair market value of the busi
ness enterprise. The degree of effect depends on how the ESOP is 
used and can vary by changing the amount and/or nature of the 
annual contribution itself, · 

In general, cash contributions to the ESOP which are made for the 
purpose of buying existing stock or for investing in non-employer 
securities will have a negative impact on a company in terms of 
earnings, book value and cash flows, all other things being 
equal. This effect is temporary, however, and applies only to 
those years in which such transactions take place, lt would 
therefore not be reasonable to deduct dollar-for-dollar from 
earnings or earnings capacity those amounts used to purchase 
existing stock for the ESOP when using an earnings eapitalitation 
approach. To do so would unduly, and only temporarily, depress 
the stock price until the final purchase took place, A more 
appropriate approach, which considers the long-term nature of 
ESOP stock ownership, is to use pre-contribution earnings as a 
base for capitalization and make an allowance in the capitaliza
tion rate for the temporary cash flow effects of the stock 
purchase. 

On the other hand, stock contributions or cash contributions 
which are used to purchase new stock have the effect of initially 
reducing reported earnings by the aftertax amount of the contri
bution, all other things equal, while at the same time increasing 
cash flows and book value. The real advantages of this type of 
transaction are its tax savings and capital generating effects. 
Money which would otherwise go to the government as tax dollars 
is channeled back into the company itself in the form of new 
capital, thereby further strengthening the company's balance 
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sheet and capital position, This cannot help but have a positive 
effect upon the longer term fair market value of the company. 

There is an additional point which the appraiser must consider in 
determining the fair market value of a company with an ESOP, and 
that is: how has the company provided for emerging liability 
created by the ESOP itself? At the appropriate point in time, 
the company or the ESOP must be in a position to redeem shares of 
stock beneficially owned by the employees who have received the 
shares by virtue of retirement, death, disability or termination. 
There are ways in which plans can be adequately protected for 
these occurrences. Suffice it to say, the appraiser should con
sider this potential liability as he would consider the effect of 
a potential unfunded pension liability. 

Comparability in Accounting Methods 

The accounting profession allows a number of alternative 
accounting treatments in areas such as inventory and depreciation 
accounting. Depending upon the particular accounting method 
utilized, reported earnings may differ materially within a given 
year. These accounting treatments, which are permitted under 
Generally Accepted Accounting Principles (GAAP), are usually one
time decisions. Once a company has opted for a particular 
accounting treatment it cannot change between various accounting 
alternatives year after year without good cause. Because of 
these rules, accounting statements for a particular company· are 
generally comparable from year to year. This comparability, 
however, may not exist from company to company even if they are 
in the same industry. This is especially true if one is compar
ing a •public• company with a •closely held" company, 

In general, it is the goal of public companies to maximize 
reported earnings. This is because the value of a public com
pany's stock tends to reflect the trend in reported earnings. 
Obviously, the degree of sensitivity of stock values to reported 
earnings is tempered by expected growth, economic and market 
conditions and other variables. Public companies tend to utilize 
straight line depreciation for reporting purposes and accelerated 
depreciation for tax pu~poses. This accounting t~eatment gives 
rise to highe~ repo~ted earnings and "deferred income taxes 
payable" on the balance sheets of these companies. In addition, 
many public companies use FIFO inventory accounting, which 
gene~ally leads to higher reported profits than other alterna
tives. 

On the other hand, "closely held• companies do not often concern 
themselves with reported earnings. Their major concern is maxi
mizing cash flows and minimizing taxes. It is not unusual to 
find private companies utilizing accelerated depreciation, LIFO 
inventory methods, and aggressive reserve accounting, which tend 
to minimize earnings and taxes while maximizing cash flows. 
Maximization of cash flows is very important to lending insti
tutions, which are more concerned with a company's ability to 
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service debt than they are in a company's ability to report 
earnings, since reported earnings, in and of themselves, do not 
necessarily reflect the ability of a company to repay its obliga
tions. As a consequence, a company that is able to maximize its 
cash flows is normally in a better position to plan for its work
ing capital needs, its capital expenditure requirements, and its 
long-term capital. 

Discounts to Fair Market Value 

The marketability of the company's stock, the control position of 
majority shareholders, and the relationship of these factors to 
the block of stock being valued can also affect the concluded 
value. Closely held stock, which lacks marketability, is far 
less attractive than a similar stock with ready access to the 
public marketplace. A minority stock interest in a closed cor
poration is usually worth much less than a proportionate share of 
the entity value of all the corporate stock. In valuing a block 
of stock, Revenue Rulings and court decisions provide a basis for 
concluding that a discount is valid for an absence of marketa
bility if the value base does not already reflect the lack of 
marketability. · 

In the absence of an ESOP or adjustments to capitalization rates, 
discounts can range from 10\ to 30\ or more. When minority 
interest and lack of marketability discounts are both applied, 
they are sequential. 
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III. COMPANY AND INDUSTRY 

The Company 

Angeles Chemical is a resale/distributor of primarily liquid 
industrial chemicals used principally in the coating process. 
About 60% of sales are industrial chemicals, 35\ packaging var
ious solvents for building supply retailers and 5% packaging 
paint thinners for Standard Brands Paint Co. 

The Company has about 150 active industrial customers and 400-500 
in the packaging division, all of which are located in Southern 
California. Its average shipment is about $1 1 000. Its biggest 
customers have been Standard Brands Paint Co. and Ellis Paint Co. 
Ellis is owned by Raymond Berg, an Anchem £ounder and current 
shareholder. Standard Brand's business dropped sharply in the 
first quarter (May-July, 1987) of fiscal 1988, and management has 
not been able to determine if this decline is temporary or perma
nent, Boyle-Midway (Wizard charcoal lighter) had been Anchem's 
biggest single customer prior to September, 1986 when the Company 
lost the account due to operational changes at Boyle-Midway. 
Anchem believes it generates its business on service and price in 
that order. 

Anchem's principal competition in its greater Los Angeles 
marketing area is from m~ch larger companies such as Ashland 
Chemical, Union li'etrochem, Chemcentral, ana Van ~late~:s ana Rogers 
(Univar), It also faces some competition from smaller, local 
distributors such as Calso, which is about one-third the Compa
ny'.s size. Anchem is able to get price breaks from its major 
suppliers to meet documented local temporary competitive situa
tions. 

In October, 1986 Anchem bought Bortz Oil Co. of Los Angeles from 
its owner for $450,000 -- $80,000 in cash and $370,000 in a two 
year secured promissory note •. More specifically, Anchem acquired 
the name, trade receivables, customer accounts and certain assets 
of Bortz Oil and has a three year marketing agreement with Steve 
Bortz, son of the seller. Bortz is a packager of thinners and 
finishers in small containers for the consumer/retail market. 
Prior to the acquisition, it was losing money on about $3 million 
in sales. 

Anchem's basic raw materials are these organic chemicals
propylene, methanol, toluene, xylene, ethylene glycol, acetone 
and isopropy/alcohol. These are forms of petroleum distillates 
which are purchased from Shell, Chevron, Union Carbide, Exxon, 
Celanese and Vulkan Materials. The Company has on-site 32 under
ground storage tanks of 5,000 to 20,000 gallons capacity each and 
9 above-ground tanks (old railroad tank cars of 2,000 gallons 
capacity each). 

Angeles Chemical variously acts as an agent, distributor and 
manufacturer wherein it: orders from the supplier for direct 
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customer shipment; stores for customers; packages; blends and 
packages; and acts as a terminal (unloading and distribution). 
Most of the Company's chemicals are shipped locally by truck 
although it does get some large volume shipments from the south
west and other points by rail tank car. About 20% of the Compa
ny's sales are made directly to the customer from the refinery 
while the rest are made from the Santa Fe Springs terminal or a 
recently opened warehouse in Los Angeles. Angeles Chemical is 
designated as a distributor under a one-year supplier contract 
with the refiners. 

Anchem is subject to a number of environmental regulatory 
agencies. These include South Coast Air Quality Management 
District, Environmental Protection Agency, the California Highway 
Patrol (hazardous material, permit inspections, etc.) and the 
Fire Department of the City of Santa Fe Springs. 

The Company has no environmental or workplace violations, 
citations or litigation, Anchem has a good record with workmen's 
comp. It has a general liability insurance policy at $1,000,000 
per loss and accident. " 

As of the summer of 1987, Anchem had 43 full time employees. As 
part of a gene.ral cost reduction program, employment had been 
reduced from higher levels earlier in the year. The Company also 
terminated temporary employees who had been retained because of 
the Bortz acquisition, 

Angeles has an on-line computer system which provides functions 
from order entry and general ledger accounting to production 
batch mixing. 

Management and Stock ownership 

The Company officers as of summer 1987 were: 

officer 
John Locke 
Raymond Berg 
Fred Howard 
John Tracy 
Ronald Bell 
Candi Hutton 
James Froelich 

Title 
President, CEO 
Secretary/Treasurer 
Sales Manager 
Operations Manager 
Industrial Plant Manager 
Administration Manager 
Controller 

Joined Co. 
1971 
1971 
1985 
1984 
1972 
1977 
1987 

Age 
61 

55 
42 
40 
38 
43 

The board of directors consists of John Locke, Raymond Berg, and 
Arnold Rosenthal. A company founder, Mr. Rosenthal sold his 
stock to the ESOP in 1984 and now has a consultant agreement with 
Anchem, Mr. aerg's primary employment is President of Ellis 
Paint Co., an important Anchem customer. 

As of April 30, 1987 there were 40,000 Class A and 14,065 Class B 
common shares outstanding (excluding 5,935 B shares in treasury) 
owned as follows: 
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Holder 

John Locke 
Raymond Berg 
ESOP 

Total 

Number of Shares 

20,000 A 
20,000 A 
14,065 a 
54,065 A and B shares 

Class A common stock is voting and Class a is non voting. 
Otherwise the two classes are equal. 

The Industry 

According to information published in Chemical week and other 
trade sources, there are about 1,000 chemical distributors in the 
u.s. with aggregate sales of $9.8 billion in 1985. Industry 
sales are expected to reach $12 billion by 1990 or an annual 
growth rate of just over S\ as chemical distributors increase 
their share of the chemical market from 20\ to a forecast 30\. 
The four largest distributors accounting for about 25\ of indus
try sales are: 

Major Olernical Distribltors 

J!.eei'.'Old.ma te Sales 
( M.l.lliorutl) 

Univar 
Ashland Chemical 
Olmv::entral 
Union Chemical ( Unocal l 

$1,100 
760 
425 
300 

Univar became the largest chemical distributor in November 1986 
when it acquired McKesson Chemical and combined it with its Van 
Water & Rogers subsidiary, Univar thus holds nearly 10\ of the 
independent distributors market, accentuating the recent consoli
dation trend in this business. Smaller distributors must 
increasingly cope with the greater administrative and economic 
costs (such as higher liability insurance) of complying with 
stricter safety and environmental controls. Large.distributors 
can provide enhanced and broder service levels to chemical pro
ducers and capitalize on the producers' desire to reduce their 
own sales forces and selling costs and secure shorter delivery 
times to inventory sensitive customers. Much of the aggregate 
distributors• growth is therefore expected to occur at the major 
firms. 

Overall chemical production dropped 0.6\ to 538.6 billion pounds 
in 1986 from 1985; organics, however, rose 9.2% to 188,0 billion 
pounds. Organics have grown at an average annual rate of 2.9t in 
the 1976-86 period and 1.8t in the recession afflicted 1981-86 
time frame. The large and mature paint industry, which is an 
important distributor customer segment, enjoyed a 3% shipment 
growth in 1986 to 967 million gallons. Industrial chemical 
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prices have ~enerally been soft in the past several years 
reflecting until 1987 lower oil prices among other factors. 

Chemical distributors have been subject to a basic cost price 
squeeze with product prices declining as much as 8% a year re
cently. Oil feedstock products have been particularly affected. 
The distribution functions of sales, warehousing, packaging and 
shipping are labor intensive, and computerization and other forms 
of automation are not significant aids for productivity improve
ments. The labeling, record keeping, insurance and other costs 
of complying with the increasing safety and environmental regula
tions is also a cost raising element. Fundamental long-term 
planning has become more critical for distributors of all sizes. 

Financial Analysis and Review 

Angeles Chemical has provided Menke & Associates with financial 
statements for the six years through April 30, 1987. These 
documents have been thoroughly reviewed and discussed with man
agement. A copy of the Company's most recent annual financial 
statement for the year ended April 30, 1987, prepared as a 
compilation by Arthur Buhlman & Co., CPAs, is attached as 
Appendix I. 

The results of our review and analysis of Anchem's financial are 
contained in these exhibits. 

Exhibit A Comparative Income Statement, FY1982-l987 
Exhibit B Comparative Balance Sheet, FY1983-1987 
Exhibit c Statement of Changes in Financial Position, 

FY1986-1987 
Exhibit D Selected Financial Ratios, FY1986-1987 

The exhibits are presented at the end of this section. 

The following comments and observations are based upon Menke & 
Associates' review and analysis of the Company's financial 
documents. 

Exhibit A contains Anchem's comparative operating statement in 
terms of dollars and dollars as a percent of sales for the period 
1982-1987, Fiscal year 1982 is included as this was the Compa
ny's peak sales and profit year since its founding in 1971. 

From fiscal 1982 to 1987 Anchem's sales declined every year for 
an aggregate drop of $6.3 million or 37,4\ from $16.8 million to 
$10.5 million. In fiscal 1987 sales fell 13.3% or $1.6 million 
from 1986. The fiscal 1987 sales decline can be explained partly 
by the loss of the Boyle-Midway account in September 1986. On an 
annual basis Boyle-Midway had generated $1.9 million of sales so 
that the sales loss during the last seven months of fiscal 1987 
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was about $1,1 million. On the other hand, Bortz Oil was 
acquired in October of 1986 when its annual sales were running 
about $3.2 million, Thus, the positive increment from Bortz 
should have been about $1.9 million, indicating by interpolation 
that Anchem's other business sales may have dropped by over 
$2 million. 

The six year sales drop is explained by several factors, 
including: the general business recession in the early 1980's, 
product price w~akness, the loss of Boyle-Midway in the fall of 
1986, and an apparent overall loss of market share to the larger 
distributors. 

Anchem's gross profit at $2,7 million and 26.0% of revenues in 
fiscal 1987 was up 23.2% from $2.2 million or 18.3' of 1986 
revenues and was the best since the $2.8 million of gross profits 
(16.8') in fiscal 1982, Cost of sales dropped 20.5t or just over 
$2 million to $7 ,B million in fiscal 1987 from $9,9 million in 
fiscal 1986, reflecting lower oil prices. 

The major problem at Anchem has been a recent acceleration in 
operating expenses notwithstanding revenue declines. ln fiscal 
years 1983 and 1984, operating expenses were between $1,95 mil
lion and $2 million (or about 14i of sales) and increased to 
$2,1 million (17.6%) in fiscal 1986. The big jump, however, 
occurred in fiscal 1987, when operating expenses were $2,6 mil
lion (25.1,), or $504,000 or 23.6t above fiscal 1986. The major 
cost increases occurred in; salaries, commissions and payroll 
costs1 delivery, rent1 insurance (up three times over fiscal 
1985): depreciation, and temporary help related to the Bortz 
acquisition. 

Operating income at $94,000 in fiscal 1987, while a slight 
improvement over fiscal 1986 at $83,000, has dropped sharply from 
$230,000 in fiscal 1985 and $565,000 in fiscal 1981 (not shown in 
the exhibit). As of the summer of 1987 management was undertak
ing a strenuous cost reduction program including employee layoffs 
and cutbacks in controllable overhead items. 

Other income at $73,000 in fiscal 1987 is composed of discounts, 
dividend income and a railcar terminaling. The decline in other 
income from much higher levels of $200,000 and above a .few years 
earlier primarily occurred in terminaling activity, Other ex
pense at $88,000 has just become a material item in the past few 
years and reflects the Rosenthal consultant agreement and inter
est expense on the Bortz oil loan. Fiscal 1987 also included 
$7,000 of acquisition start up cost other than the aforementioned 
temporary employee expenses. 

Pretax income of $79,000 in fiscal 1987 compares unfavorably with 
a range of $215,000 to $414,000 in the fiscal years 1982 to 
1986. Similarly, net income at $6?,000 is well below the 
$139,000 for fiscal 1986 and the profits of prior years. 
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For fiscal 1988 management is forecasting sales of $10.5 million 
or the same as fiscal 1987 and profit of $360,000 before manage
ment bonus, ESOP contribution and income taxes. If management 
bonuses and the ESOP contribution are the same as in fiscal 1987, 
the forecasted pretax profit would be about $120,000, up from 
~79,000 in fiscal 1987. The sales estimate, among other factors, 
reflects the loss of Boyle-Midway for a full year or another 
incremental $800,000 sales drop and a positive increment of about 
$1.3 million from a full year's Bortz revenue contribution. An 
unknown is whether the Standard Brand Paints slowdown which began 
in the first quarter of fiscal 1988 will continue for the full 
year. 

Exhibit B contains Anchem's comparative balance sheet for the 
period April 30, 1983 to 1987. For most of this time frame, 
Anchem's balance sheet remained remarkably consistent and static. 
Total Company assets were $3.27 million at April 30, 1987 or 
basically unchanged from $3.1 million at April 30, 1983, From 
fiscal 1983 to fiscal 1986 current assets were $2.8 million to 
$2,9 million, or about 88% of total assets, 

The Bort~ acquisition during fiscal 1987 altered the balance 
sheet composition, Cash and equivalents dropped $703,000 to 
$202,000 as of April 30, 1987 and inventories rose $197,000 to 
$794,000, Inventories consist primarily of chemicals and pack
aging materials. Total current assets dropped just under 
$400,000 to $2.5 million (77.3' of assets) at April 30, 1987. 
Fixed assets jumped to $733,000 (22.4%) from $371,000 in fiscal 
1986 (11.3%). 

Much of the cash decline was absorbed bY a $509,000 reduction in 
accounts payable to $609,000 in fiscal 1987 (18.6%) from 
$1.1 million (34.1%) in fiscal 1986. The other important change 
in the current liabilities reflects the booking of the current 
portion of the Bortz note of $193,000. overall, however, total 
current liabilities dropped to $1.07 million from $1.24 million a 
year earlier. Long-term liabilities reflect the over one year 
portion of the Bortz note at $76,000. Prior to 1987 Anchem did 
not have any long-term liabilities, The original principal of 
the Bortz note at October 1986 was $370,000 at an interest rate 
of 9%, secured by certain equipment, to mature in October 1986. 

Anchem's equity was $2.1 million (65.0% of assets) at April 30, 
1987 and had risen steadily frOm $1.7 million (53.6%) at 
April 30, 1983. 

Notwithstanding the cash liquidity fall-off and the Company's 
narrow 1987 profit, Anchem is in solid financial position as 
shown by the ratios in Exhibit D. The current ratio was 2.36 to 1 
at April 30, 1967 or essentially unchanged from a year earlier. 
Quick ratio declined somewhat to 1.42 from 1.77. The 1986-87 
sales drop is reflected in lower receivable and inventory turns 
as shown by Exhibit D. Sales/working capital remained steady at 
7.2 because of a ~208,000 drop in working capital to 
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$1,46 million. Unless profits deteriorate further, Anchem should 
not have any serious difficulty in paying off the balance of the 
Bort~ note since cash flow in fiscal 1987 exceeded current matur
ity of long-term liabilities by about 20%. Anchem has a very 
nominal 0.4 to 1 long term liability to equity ratio. 

Anchem's operating profit margins and return on assets and equity 
as shown in Exhibit D are well below industry standards and not 
satisfactory. 

Anchem's sound fiscal condition should allow management the time 
and opportunity to reconfigure the Company for the more competi
tive and environmentally sensitive business circumstances that it 
operates in today. The Company believes the sales decline may be 
bottoming out, and management is in the process of reducing costs 
to conform with the lower volume level, Management wants to 
integrate forward into more profitable and less environmentally 
troublesome consumer products which may be partially accomplished 
with the Bortz acquisition. The overall goal is to improve 
profitability and return on investment. 
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l\!Q!U:S CII1!11!CAL O'.l. 

Exhibit A 

ea.oarative Ino:>ne Statn>nt 
U62-67 

looO) 

Ye•r End April 30: 1987 1986 1985 1984 1983 1982 

Sa.les $10,521 100.0\ $12,129 100.0\ $13,520 100.0\ $14,455 100.0\ $15,023 100.0\ $16,812 100.0\ 
Cost of Sol"" 7,787 74.0 9,909 81.7 11,296 82.2 12,397 05.8 13,044 86.8 13,958 83.1 
Gress Profit 2, 734 26.0 2,219 18.3 2,224 6.2 2,058 14.2 1,979 1).2 2,836 16.8 

operotirg 
Expenses 2,640 25.1 2,136 17.6 1,994 14.5 1,948 13.5 1,848 12.3 1,726 10.3 

Cperating In<>:m> 94 .9 63 .7 230 1.7 110 .a 131 .9 310 1.9 

Other lnC<me 73 .7 180 1.5 224 }.6 163 1.1 228 l.S 81 .s 
Other E-nses 88 .a 48 .4 4l .3 3 6 

Pretax Incane 79 .8 215 l.B 414 3.0 270 1.9 359 2.4 386 2.3 
Provision for Taxes _J.W ( .1) 

' 
_____ill_) ( .6) ____jill) (1.4) ---.Jl!l (l,4) ~) (t,O) ~) ( .9) 

Net I""""' $_£ .6\ $~ 1.2\ L .. B! 1.6\ $_.1Z2. 1.2\ $__ill. 1.4\ $-.ill. 1.4\ 

saJR!E; Canpany financial stoteosntB (Un<udited) 
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ANGElES CHfJiXCAL 0)11>/>NY 
Exhibit a 

Canef!ra.tive Balance Sheet 
1983-87 

cooo) 
M of Jlpril JOt 1987 1986 1985 1984 1983 

CUrrent Assete.; 
Cqh, co, HMf $ 202 6.2, $ 905 27.5% $ 521 16.2t $ 635 19." $ 852 27. 2ll 
Acoounts Rec. 1,323 40.4 1,288 39.2 1,591 49.6 1,668 51.6 1,391 4.4..4 
Inventories 794 24.3 597 18.2 627 19.6 5~4 16.2 502 16.0 
Prepaid E•P·!Othe~ 206 6.3 __ill. ],5 

2,8~~ 1.9 33 1.0 52 1. 7 
Total "2";"526 77.3 2,906 88.5 87.3 2,860 aa.s T.Wf 89.2 

Fho<l M..,t;a @ C""t 1,601 1,089 1,026 914 788 
Acrun. tlepreeiation ~~~~) (719) (629) (553) (458) 
Net Fixed 1\SSeta 22.4 -m 11.3 --wr 12.4 '"'"""362 11.2 '"'""ffiT 10.5 

Othe~ -t• 8 8 8 8 8 

TotalM""ta $3[266 100,0\ ~3,285 - 100.0\ $ll.!\!l 100.0\ $3,230 100.0\ $3[135 100.0% 

CUrrent Liabilities• 
Accounts Payable $ 609 18.6\ $1,119 34.U $1,120 34.9\ $1,007 31.2!1 $1,050 33.5% 
!JjjpOSit$ 198 s.8 159 4.8 143 4.4 112 3.5 136 4.3 
Note Payable-llortz 193 5.9 
Accrued Expenoes 66 2.1 49 1.5 69 2.2 303 9.3 271 8.6 
Inc. Tax !>~yab1e ....i!!!l (2.6) 92 2,9 _ill) (1.6) ___ll) 

Total T.il6ii 32.7 1,240 37.7 1,424 44.4 1,370 42.4 1,454 46.4 

l,l'r Liabilities 76 2.3 

Sh•l.'o!holder Eqlli ty 2,122 65,0 2,046 62.3 1,782 55.6 1,854 57.4 1,681 53.6 

Totdl Liabilities 
ard Equity $3,266 100.0\ $~ 100.0\ $1:1!!.'!._ 100.0% $3,230 100.0\ $3(135 100.0\ 

SOORCE1 Can1"''11' firn>ncial stat-nts (unauditoo). 
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Exhibit C 

Statement of Chemes in Financial Pcsition 
FYl9B?87 

(000) 

'lear End April 30: 1987 

Sa.trce of fund!>: 
Net lr>CQre $ 67 

ItEIIII not Requiring W:>rlting capital: 
Depreciation 157 

Other Sa.troes: 
Tax Refunds 
Sale of Assets a 
Increase in Long-Tetm Debt 162 

Total Source of Funds 395 

l\pplication of li\II'Jij$: 
Decr:ease in Long-Tem Debt 87 
Purchase of Assets 522 
Paid-In Capital 

Total Application of Funds !Q!!. 

Increase (Decrease) in Wor:king Capital $(213) -
Changes in 'rbrking capital - Increase (Decrease) 

Cash $(681) 
Acco..tnts Receivable 12 
II'I!Tentories 197 
Prepaid Expenses 91 
Aco::.Jnta Payable 509 
Accrued Payroll (19) 
Payroll & S.Ues Tax Payable 1 
IJl.COli"S Taxes Payable (94) 
DI\1111 Deposits (36) 
CUstaner Deposits (3) 
Ell1;>1<:¥ee Benefit & Welfare (1) 
Loans Payable (193) 
Accrued Profit Sharing 3 

Increase (Decr:ease) in Working Capital $(:IT3> -
SCli.IRCE: C<;atpony financial statenents (unaudited). 

1986 

$139 

98 

7 
10 

255 

82 
113 

31 

$286 -
$369 
(2$6) 

(30) 
92 

3 
(1) 
(4) 

180 
(12) 

(4) 

25 
$286 
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Ligyidity Ratios 

Current 
(CUrrent Assets divided 
by CUrrent Liabilities) 

Quid<: 

ANGELES CHEMICAL CO, 

Exhibit 0 

Selected Ratio Analysis 

FY April 30: 

(CAsh & Accounts Receivable 
divided by Current Liabilities) 

Sale~neceivables 
(Sales divided by 
Accounts Receivable) 

Sale~rking capital 
(Sales divided by 
l'k:>rking capital) 

Cbst of Gocxls Sold/Inventories 
(Cost of Goods Sold 
divided by Inventories) 

Coverage Ratio 

EBIT/Interest 
(Ea:mings before Interest 
and Tax divided by 
lnterest Expense) 

Cash FlCM/Mati,IJ;'ity LTD 
(Net Incane + Depreciation 
Expenses divided by Current 
Portion of tnng Term Debt) 

1987 1986 

2.36 2.34 

1.42 1.77 

7.98 9,42 

7,2 7.3 

9.8 16.6 

5.2 

1.2 
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Exhibit o (Cont'dl 

J#verage Ratios 

D!tbt./llbrt.h 
(Total Liabilities divided 
by Net librth l 

Long-Te~ Liabilities/WOrth 
(Liabilities over one year 
divided by Net l'l'lrthl 

Operating RatiO$ 

Percent Profit before Taxes/ 
Net "1\brth 

(Pretax Profit divided 
by ASsets less 
Liabiliti8$) 

Total Asset Turnover 
(Sales divided by 
Average Total Assets) 

Return on Equity 
(Net I~ divided by 
Average Stod!.holders' Equity) 

Return on Assets 
(Net Incane divided by 
Average Stod!.holders' Equity) 

FY April 30: .!ill. 
0,54 

0.04 

J.n 

3.21 

3.2% 

2.0% 

1986 

0,61 

10.5% 

3.74 

7.3% 

4.3\ 
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IV. VALUATION 

In arriving at a value determination for Angeles Chemical, Co. 
Menke & Associates has considered all relevant factors under 
Revenue Ruling 59-60 with respect to the valuation of closely 
held companies. The following comments represent our findings 
with respect to those specific factors outlined in Revenue Ruling 
59-60 as they pertain to the valuation of a closely held company 
such as Anchem. 

Anchem's stated book value of $2,122,104 is employed as being 
equivalent to fair market value as of April 30, 1987. 

Normally, book value or adjusted book value is not afforded much 
weight or consideration in the valuation of an operating company 
such as Anchem. Such type companies are normally valued on 
earnings and/or cash flow capacity, As stated in an earlier 
section, Menke & Associates has chosen to use book value as of 
April 30, 1987 since the Company's earnings are depressed. 

Dividend History 1 Capacity and Probability 

Revenue Ruling 59-60 suggests that the appraiser consider 
dividends and dividend paying capacity in valuing closely held 
securities. 

The Company has not paid any dividends on its common stock and 
has no intention of changing this policy at this time. This 
policy is quite appropriate for a small, private company which is 
owned by shareholders who neither rely upon nor expect dividend 
income. 

Normally, earnings reinvested in the growth of the Company can be 
expected to earn at a greater return than dividend income invest
ed in other investment opportunities with similar risks and 
prospects. Consequently, shareholders will ultimately benefit 
from the current policy to reinvest earnings in the Company's 
growth rather than to pay cash dividends. 

The capacity to declare and pay cash dividends is a positive 
consideration. The decision not to pay diilidends is not a nega
tive consideration. 

Comparable Companies -- Publicly Traded 

Revenue Ruling 59-60 suggests that the appraiser consider the 
market price of stocks of corporations engaged in the same or a 
similar line of business having their stock actively traded in a 
free and open market or over the counter. Menke & Associates has 
made an exhaustive search for comparable public companies which 
can be deemed to be similar to Anchem. No single company proved 
to be a worthy publicly traded comparable. Publicly traded 
companies are generally much larger and more diverse both geo
graphically and in business operations. 
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One such large public company is Univar Corp. As reviewed in an 
earlier section, Univar is the largest u.s. chemical distributor 
with pro-forma revenues of $1.1 billion following its 1986 acqui
sition of M~esson Chemicals. van Water & Rogers, a Univar 
division, and McKesson are direct Anchem competitors. Univar's 
pro forma net income per share from continuing operations was 
~0.24 and pro forma cash flow (net income plus depreciation) was 
$1.70 for the fiscal year ended February 28, 1987. Univar's 
current ratio as of that data was 1.36:11 debt to equity was 
1.2:1 and book value was $9.80 per share. Return on sales and 
equity were 0.6% and 1.6% respectively. Univar's operating 
results ware in part depressed by merger expenses, As of April 
30, 1967, Univar common was trading at $17-3/4 or l.BX book 
value, 10.4X pro forma cash flow and 14% of pro forma revenues. 

Normally, and probably in the future, Manke & Associates would 
select a capitalization rata or Price/Earnings ratio by reference 
to P/E ratios for market indices such as the Dow Jones Industri
als, Standard & Poor's 400 and Moody's chemical industry compos
ite. Since a capitalization of earnings methodology is not now 
being employed, such a reference is not appropriate. Univar's 
market capitalization rates may also be broadly referenced in the 
future although Univar is a substantially larger and much more 
geographically, customer and product diverse company. 

Valuation and Earnings Capacity 

The prior ESOP valuations appear to rely on conclusions derived 
from capitalizing five year average of net income, aftertax cash 
flow and pretax available cash flow, among other methods. After
tax cash flow is net income plus depreciation or total source of 
funds. Available cash flow before taxes is pretax income plus 
profit share/ESOP contribution plus depreciation, Anchem's 
earnings and cash flow as just defined for various periods are: 

Cash Flew 
Period Net !nccme Avallable After Tax 

FY1967 $67,000 $302,000 $232,000 
FY19B5-87 Avg. 144,000 439,000 271,000 
FY1983-87 Avg. 164,000 464,000 280,000 

FY87 as' of 
FYB 3-87 AV<;I. 41% 65% 83% 

OOIE: All figures have been rounded 

Menke & Associates has chosen to usa book value of $2,122,604 as 
of April 30, 1987 as fair market value since the Company's income 
and cash flows are relatively depressed and it is not clear when 
profit and cash flow will recover. The valuation is 18.4% below 
the ESOP value for April 30, 1986 and is thereby reflective of 
the Company's deteriorating operating condition and uncertain 
outlook. It is significant that cash flow in fiscal 1987 did not 
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decline as much relative to the five year averages as did 1987 
net income. 

In a cyclical industry such as chemical distribution, it is 
normally appropriate to use five year averages for valuation 
purposes as was done in the past. However, Anchem's steady 
decline in sales and profits indicates an alteration in the Company's basic operating circumstances, Consequently, the 
employment of historic five year averages may not be indicative 
of the Company's current and future income and cash flow. The appraiser therefore did not use these longer term averages. 

Generally, capitalization of income and cash flow streams is the 
appropriate methodology for determining the equity fair market value of an operating company such as Anchem. Such methods will 
most likely be applied in the future. The decision to utilize book value as fair market value as of April 30, 1987 is based on the factors just discussed and Menke & Associates and the appraiser's experience and knowledge in deriving equity values of closely held companies. 

Recent Stock Sale and valuation 

Revenue Ruling 59-60 suggests that arm's-length sales to 
kno~ledgeable unrelated third parties in the recent past would be a basis for valuation. 

There have been no such recent transactions. 
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,, 

V. CONCLUSIONS 
•" 

Based ·on our experience and general knowledge in determining the 
value of closely held companies and upon the consideration of all 
factors previously discussed, Menke & Associates is of the opin
ion that the fair market value of the outstanding common stock of 
Angeles Chemicals Co. for ESOT purposes is $2,122,104 or $39.25 
per share as of April 30, 1987 based upon 54,065 Class A & B 
shares outstanding. This valuation is equivalent to the Compa
ny's stated book value as of that date. 

Specific positive factors concerning Anchem were; its meaningful 
cash flow1 its strong and near debt free balance sheet which 
should help sustain the Company through the current period of 
depressed profits: and manag~;•s program to reduce expenses. 

Negative factors were; the years' sales and profit erosion1 
uncertainty over the magnitude and timing of a stabilization or 
operating turnaround: need to build-up middle management: and the 
relative erosion of corporate liquidity. 

It is important to point out that this evaluation is specifically 
intended to establish a per-share fair market value for shares to 
be issued or sold to the ESOT. This report does not specifically 
address the evaluation of the Company as an entity. The value of 
the company as a whole, with the attendant rights to control the 
direction and growth of the Company, to influence or control 
compensation and dividends, to change the management, to acquire 
other companies and/or business operations, to buy companies or 
new product lines, or to sell or merge the Company, may be 
greater than the tota1 value implied by this evaluation. 

On the other hand, the value of minority interest shares held 
outside of an ESOT would probably be less than the value deter
mined in this report. An ESOT with a •put• option obligating the 
Trust to repurchase the shares held by participants provides a 
valid market for such stock. Minority interest shares held 
outside of the ESOT would by necessity be discounted for their 
inherent lack of marketability. Anchem's $65,000 cash contribu
tion in fiscal 1987, according to management, is intended to meet 
anticipated ESOP stock redemptions from terminated participants. 

This valuation is as of April 30, 1987; and, since it is based 
upon recent financial statements, it should be valid for the near 
future, However, it is imperative to recognize that the dynamics 
of the industries served and general economic conditions can 
change and invalidate this evaluation. Federal regulations 
require that the company's common stock be reevaluated in any 
subsequent year in which ESOT transactions are contemplated. 
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